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PROOF — That Walton Training Will Help You
It Is Easy to find out How Walton Can Help You to Succeed
Commerce
Send for our free booklet — “The Walton 
Way to a Better Day.’’ You will find in its 
pages a remarkable exposition of Walton ideals 
and achievements, inspirational statements of 
leading accountants and successful executives
—a definite plan for your own training and 
advancement.
Just fill out the coupon and mail it to us 
today. Be sure to indicate the kind of instruc­




Member National Home Study Council
WALTON SCHOOL OF COMMERCE, 372-382 McCormick Building, Chicago.
Without obligation on my part, please send me the copy of “The Walton Way to a Better Day," and suggestions as to what you can 
do to help me advance in the business world.
A LARGE percentage of men at the top —• men who have “arrived” and are directing the destinies of business enterprises — achieved 
their success by virtue of their accounting 
training.
The accountant is one indispensable execu­
tive whose position mergers and consolidations 
cannot affect. His business knowledge and 
analytical judgment are always in demand — and 
respected as vital needs of modern business. Practically every phase of business 
relies greatly upon the skill of the accountant. Auditing, efficiency, industrial 
engineering, systematizing — all are built upon accountancy.
Past accomplishment is a splendid standard 
by which to judge a school. We are more than 
proud of the Walton record, for that record 
offers proof of how well it can serve you.
Thousands of Walton trained men have 
capitalized this training by achieving major 
business success. More than 1,000 Walton
students have passed the C. P. A., C. A., or 
American Institute examinations — an ex­
ceptional record in itself. Twenty-one medals 
for high honors in Illinois C. P. A. examinations 
and special distinction for nine consecutive 
years in American Institute examinations are 
other unparalleled Walton records.
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Owes His Progress 
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Milestones in the Progress of
1924 Remington . . .
Electric Carriage Return
1907 Remington . . . 
“Blind Writer”
1926 Remington . . . 
Front Feed Feature
Machine Accounting
1929 Remington . . . Dual 
Cross Computing
1994 Remington . . . Verti­
cal and (Cross Computing
Now, Complete
Electrification !
THE first bookkeeping machine was intro­duced in 1907 when the old Remington 
"blind” typewriter was combined with addition 
and subtraction attachments. Since then, 
Remington has made improvement after im­
provement to keep pace with the increasing 
tempo of business production. And today the 
new Remington completely elec­
trified Accounting Machine . . . 
conceived and perfected by Rem­
ington Rand engineers is the 
crowning achievement of the 
accounting machine age.
Here is a completely electrified account- 
ing machine. Electrified alphabet key­
board, electrified numeral keyboard- 
electrified carriage return, electrified 
line spacer. These and other automatic 
features bring to modern business an entirely new prin­
ciple of machine bookkeeping.
Send for a copy of "Remington Rand Electrifies The 
Accounting Machine . . . Completely.” You will learn 
some surprising facts about the importance of electricity 
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Specialization
SECURE earning power can never belong to the unskilled. It is solely the property of those who can do needful things superlatively well.
It is an attribute of the fit who do not merely survive, but compose that 
natural aristocracy of men who are always moving forward and are 
attuned to the fundamental impulses of creation and growth.
The men who are contributing most to progress in all the fields of 
science and art are those who have had the vision to specialize.
We are living in an age of specialization and the tendency in the pro­
fessions and other skilled vocations is strongly in this direction. This is 
particularly apparent in business. The stupendous growth of our indus­
trial and financial enterprises has made it necessary to departmentalize 
business organizations, each department being in charge of a specialist. 
This has created a demand for skilled department heads and assistants, 
and has opened attractive fields for those who are qualified to render this 
type of specialized administrative service.
The accounting department offers excellent opportunities for the young 
man who aspires to an executive position. It is in this department that 
the results of the activities of a business are recorded, interpreted, and 
made the determining factors in shaping the administrative policies. This 
is indeed the department of vital statistics, the department in which an 
analytical study of the entire business can best be made, and the depart­
ment in which a young man can make his start in a type of specialization that 
will be as deep as he wishes to make it and as broad as the business itself.
From the accounting department have come most of the treasurers 
and many of the presidents of our large business corporations. Through 
their work as accountants these men developed certain qualities neces­
sary for executive work in business; they learned to seek facts, to weigh 
evidence, to analyze figures, and to base accurate judgments on results 
secured and verified.
The efforts of this School are devoted to doing one thing and doing it 
superlatively well,—the training of men for a career in business through 
specialization in accounting and finance.
EXCELLENT DORMITORY ACCOMMODATIONS 
AVERAGE AGE OF ENTERING CLASS 20
Catalogue furnished on request
The Bentley School of Accounting and Finance
921 Boylston Street, Boston, Massachusetts
H. C. Bentley, C.P.A., President
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Revised Edition!
Third Edition — September, 1928 
Second Printing — May, 1930
Theory, Auditing and Problems
For free samples of 048, for general office use 
and accounting, write Esterbrook Pen Co., 
60 Cooper St., Camden, N. J. Consult us about 
your special pen problems.
A four-volume digest of problems and ques­
tions given in 955 C. P. A. examinations by 
accountancy boards in 48 states; June, 1929 








39 New Jersey...................... 16





26 Other States................... 572
The four buckram-bound volumes contain 400 
problems and 5,824 questions, classified in 
related groups, with lectures authenticated by 
7,579 specific references to recognized accounting 
authorities. Volume II solves problems in Volume 
I; Volume IV problems in Volume III. Time 
allowances are given so problems may be solved 
under C. P. A. conditions.
A Golden Opportunity
This set is almost indispensable to C. P. A. 
candidates as it combines C. P. A. theory and 
auditing questions with authenticated lectures, 
and classified C. P. A. problems with solutions 
and time allowances.
FREE EXAMINATION COUPON 
THE WHITE PRESS COMPANY, INC., 
Departmental Bank Bldg., Washington, D. C.
You may send me on 5 days’ approval books checked.
□ Complete Set (Four Volumes, 1,871 pages), $15.00
□ Volume I and Solutions (Vol. II), $7.50
□ Volume III and Solutions (Vol. IV), $7.50
I agree to pay for the books or return them postpaid within 




 (Sent on approval only in U. S. and Canada)
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COMING NEXT MONTH 
An Announcement 
of Interest to Accountants 
National, makers of general business record 
equipment and of the famous Accountants’ 
Self-Indexed Audit Kit, will make an an­
nouncement next month of vital interest to 
accountants. Watch for it.
When do 
You face 











THE JOURNAL OF 
ACCOUNTANCY, INC.
135 Cedar Street New York, N. Y.
Here are 243 Accounting Problems — 260 questions 
on Accounting Theory, 204 queries on Auditing 
Theory and Procedure — with authoritative Solu­
tions to the Problems, carefully worked out in 
accordance with accepted principles and practice.
C. P. A. Problems and
Solutions to
C. P. A. Problems
Both by Jacob B. Taylor, C. P. A. 
and Hermann C. Miller, C. P. A. 
Both members of the Faculty, Ohio State University
Two Volumes, 1089 pages, 6x9, per set, $10.00, 
postpaid — payable $1.00 in ten days and $3.00 
monthly for three months
THESE problems and questions have been judiciously selected from those actually pro­pounded in recent state and A. I. A. examinations 
throughout the country. They cover a wide range of 
points and topics from the preparation of statements 
down to specialized accounting situations met in 
consignment, branch, retail, instalment, bank, real 
estate, and fiduciary work. Two complete examina­
tions are fully reproduced for checking one’s speed 
and proficiency under the usual time limits set.
Recommended for pre-examination study, 
training juniors, or a comprehensive 
review for anyone
McGraw-Hill Book Company, Inc.
■ ■■■■■■■■ ■Examine FREE■ ■ ■■■■■■■■ ■ ■ 
■ McGraw-Hill Book Co., Inc., ■■ 370 Seventh Avenue, New York ■
■ Send me for 10 days’ free examination postpaid, Taylor and ■ 
 Miller’s C.P.A. Problems and Solutions to C.P.A. Problems.
 I agree either to return them postpaid within 10 days of 
receipt or to remit $1.00 in 10 days and $3.00 monthly for
■ three months. ■■ ■ ■ Name.............................................. _
■ Home address.............................................................................................. ■■ ■
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Outline of LaSalle
Higher Accountancy Training
LaSalle higher accountancy training furnishes the student with thorough instruction 
and service aids from the fundamentals to the advanced technique needed by the 
executive accountant and the certified public accountant.
It includes:
f ELEMENTS OF ACCOUNTING PRACTICE
Thirty lessons in loose-leaf form covering the 
subject of general accounting procedure in a 
simple, easily understood and practical pres­
entation. The Balance Sheet method of ap­
proach is used and from the Balance Sheet 
and Profit and Loss Statement, the accounts 
are logically evolved and their uses and forma­
tion disclosed in a series of practical business 
problems. Planned both for the beginner and 
as a fine review for the practitioner.
PRINCIPLES OF ACCOUNTING PRACTICE
 Fifteen loose-leaf lessons presenting the prin­
ciples involved in accounting and underlying 
the adjustments of accounts expressed in the 
various Reserves; Sinking Funds, Surplus 
analysis and the accounting peculiarities of 
various types of business organization.
3 COST ACCOUNTING PROCEDURE
Text supplemented by fifteen loose-leaf les­
sons and cost problems giving the student a 
complete practical demonstration of Produc­
tion Order Costs, Process Costs and the use of 
Standards. The uses of cost accounting and 
installation methods are also covered.
4 AUDITING PROCEDURE
Text and fifteen loose-leaf lessons telling the 
student “how” to audit accounts. The les­
sons cover the audit of a representative busi­
ness concern and show the schedules to be 
prepared and how the audit report is written. 
The text covers details and is supplemented 
by a complete set of audit work papers and 
an audit report.
g ACCOUNTING SYSTEMS
Text and ten loose-leaf lessons explaining the 
principles of accounting systems installa­
tions, the use of mechanical devices and the 
systems used in representative retail manu­
facturing and institutional organizations.
6 BUSINESS LAW
Text and twelve loose-leaf lessons. A com­
prehensive presentation of the business laws 
with which the accountant comes in contact.
BUSINESS ORGANIZATION
Text and six loose-leaf lessons explaining the 
various types of business organization, the 
principles of organization and the laws 
governing the various forms.
8 CHOICE OF ONE POST-GRADUATE TRAIN­ING COURSE FROM THE FOLLOWING 
GROUPS:
C.P.A. Coaching, Income Tax Procedure, 
Manufacturing, Retailing, Municipal, Insti­
tutional, etc., for intensive specialization.
The training, consisting of 107 lessons and texts plus the elective, is almost entirely 
accomplished through the use of our “Problem Method.” It is supplemented by a 
broad consultation privilege on personal and business problems and by 23 special lec­
tures on important business problems written by well known authorities. The training 
is given by a staff of C.P.A.’s under the personal supervision of W. B. Castenholz, 
A.M., C.P.A.
A complimentary copy of our catalog with more complete outline of this training will 
be sent to you if you will write Dept. 6479-H.
LaSalle Extension University
Michigan Avenue at Forty-First Street 
Chicago, Illinois
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MODERN AUDITING PRACTICE
A short advanced course offered 
to those who are qualified
In the preparation of our twenty-lesson 
course in Public Auditing, our Educational 
Staff has kept one thought constantly in 
mind. That is that there is great need for 
this particular training among accountants 
of proved ability who have previously 
learned the fundamentals of accounting 
principles and procedure.
As a result, we are prepared to offer this 
twenty-lesson course in Public Auditing 
as a separate unit to applicants who are al­
ready competent accountants. No attempt 
is made to teach general accounting in this 
course.
To those accountants whose auditing ex­
perience has been confined to the internal 
work of a business organization, this course 
offers a thorough grasp of auditing tech­
nique and procedure from the external 
viewpoint.
To those accountants whose public prac­
tice has been somewhat limited, this course 
offers an excellent opportunity to obtain 
exhaustive information regarding Public 
Auditing, which might not be equaled 
through years of actual experience.
To those accountants who have been 
thoroughly seasoned in public practice, 
this course offers an excellent opportunity 
to “brush up’’ by checking their ideas of 
theory and practice against this latest com­
pilation of text material upon this im­
portant subject.
This twenty-lesson course teaches Audit­
ing as practiced by public accountants 
(as distinguished from the internal audit 
by the comptroller and his staff). The audit 
programs, questionnaires and review sheets 
presented in the lessons contain a wealth of 
valuable detail.
The reader is first given an understanding 
of the complete field of public accounting 
practice and the details of organization 
of public accounting firms. Then he is 
brought directly in to the work in the order 
in which he would meet it in public prac­
tice, first Junior work, next Senior work, 
then the work of the Principal.
He is told what to expect when he gets 
on his first auditing job and how to do the 
things he will have to do. He thus becomes 
acquainted with the obstacles before he 
meets them and, as a result, is able to handle 
the problems which usually confuse the 
novice. The successful public accountant 
must progress through these three stages 
in his Public Auditing work and it is the 
purpose of this course to help the reader 
work through each stage successfully and 
as rapidly as possible.
As a final step in his training, the reader 
is led through a complete audit, step by 
step, and learns the things that are done 
and how the problems that arise are solved.
The fee is $42.00.
One of the lessons of this course, containing 
exhaustive suggestions that can be used in 
preparing an audit program, will be furnished 
free, with full information regarding this 
course, if you will write the International 
Accountants Society, Inc.,3411 South Michi­
gan Avenue, Chicago, Illinois.
INTERNATIONAL ACCOUNTANTS SOCIETY
INCORPORATED
A DIVISION OF THE ALEXANDER HAMILTON INSTITUTE
When writing to advertisers kindly mention The Journal of Accountancy
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Remarkable
Development
A New Burroughs that Accumulates 
20 SEPARATE TOTALS 
in one column or separate columns
Distributes items to as many as twenty separate 
classifications . . . prints totals of each classification 
. . . and prints a grand total of all. No relisting. No 
copying from totalizers. Each item is printed as it is 
distributed to its proper classification. Each of the 
twenty accumulating registers has a capacity of 
twelve digits.
With this Burroughs Typewriter Accounting 
Machine a distribution on a wide columnar journal 
is rapidly and accurately prepared at the same time 
that any kind of ledger account is being posted.
Call the local Burroughs office for complete informa­
tion or demonstration, or write—
Burroughs BURROUGHS ADDING MACHINE CO.6296 Second Blvd. Detroit, Mich.
When writing to advertisers kindly mention The Journal of Accountancy
The Journal of Accountancy
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A. P. Richardson, Editor
[Opinions expressed in THE JOURNAL OF ACCOUNTANCY are not necessarily en­
dorsed by the publishers or by the American Institute of Accountants. Articles are 
chosen for their general interest, but beliefs and conclusions are often merely those of 
individual authors. ]





The council of the American Institute 
of Accountants sitting as a trial board 
at Washington, D. C., on Monday, 
April 13th, heard and adjudicated
charges preferred by the committee on professional ethics against 
several members of the Institute. In presenting these charges 
the committee on ethics was carrying out the Institute’s policy of 
rigid and impartial application of its code of conduct. Some of 
the persons tried were practising individually, others were mem­
bers of firms and in other cases the defendants were in partnership 
conducting what might be called a national practice. It is one of 
the healthy signs of the condition of the profession that the lead­
ing professional organization not only makes rules of conduct but 
enforces them without favor. The offenses alleged in the 
charges included advertising, soliciting, neglect of instructions 
issued by the committee and the presentation of balance-sheets 
and other statements containing essential misstatements of fact. 
There has been a good deal of inquiry from the general public, 
including members of other professions, relative to the methods 
pursued in hearing charges and it seems well to reiterate briefly 
what has been said in past years on this subject of trials.
The council of the Institute, which is 
an elective body of thirty-five members 
with the president, vice-presidents and
The Method of 
Procedure
treasurer and all the past presidents as members ex officio, trans­
forms itself into a trial board to hear charges which are preferred 
by the committee on ethics. After the presentation of charges 
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before the trial board the defendants are granted every oppor­
tunity to reply and adduce evidence which may have a bearing on 
the case. It is obviously impracticable to apply the ordinary 
rules of evidence which are enforced in a court of law, but the 
trials are formal, the Institute’s counsel is present and if the de­
fendants desire to have counsel presumably they may do so. 
The privilege has never been denied. Any member of the trial 
board may interrupt the proceedings to ask a question, and it 
is invariably the practice to extend every possible facility to the 
persons accused to explain the acts which are the subjects of 
accusation. When a full hearing has been given the trial board 
goes into executive session and determines three questions: In the 
first place, the defendants are found guilty or not guilty. Of 
course, if the latter judgment is rendered there is nothing further 
to be done, but if the defendants are found guilty the next ques­
tion is the nature of the penalty. This may range from a repri­
mand to expulsion. Having decided the question of penalty the 
third question is the nature of publication. The reports of all 
trials must be prepared and published in The Journal of Ac­
countancy, but it rests with the trial board to decide whether 
the names of the defendants shall appear or not.
There has also been inquiry as to the 
nature of charges and the manner of 
preferring them. Any one is at liberty 
to make complaint of any act of any member or associate of the
Institute. The committee on professional ethics, upon receipt of 
accusation, notifies the member or members concerned and asks 
for an explanation of the case. Following receipt of this explana­
tion the committee carefully weighs the charge and the reply. 
If it seems to the committee that there is justification for a hear­
ing or, as the by-laws express it, that there is “prima-facie evi­
dence” warranting trial, the committee reports the matter to the 
executive committee, which has no option but must summon the 
member or associate accused to appear before the trial board. 
Looking back over the history of trials in the Institute, it is im­
pressive to find that there have been comparatively few acquittals. 
This does not indicate that the trial board is blood-thirsty, but it 
clearly shows that the committee on professional ethics before 
preferring charges has exhausted every reasonable means of 





burdened with hundreds of complaints which have been found 
either untrue or too frivolous to merit consideration. Then, in 
addition, there are hundreds of cases in which a word of warning 
from the committee has led to an undertaking to desist from the 
practice or practices which may have been the subject of com­
plaint.
All Members Held 
to Rules
Another noteworthy feature of the 
trials of members is the wide range of 
offenses attributed to the defendants.
Many members of the profession have from time to time ex­
pressed differences of opinion as to the importance of some of the 
rules of conduct. For example, on the question of advertising 
there is not unanimity. There are still a few men who believe 
that advertising of professional services may be conducted in a 
manner not offensive. But in spite of this sentiment the trial 
board, which consists of men from all parts of the country, gives 
equally serious attention to allegations of advertising and to 
charges of gross negligence or worse. There is no disposition on 
the part of the trial board to depart one hair’s-breadth from strict 
interpretation of the code. As an illustration of this, at the trials 
held in April a rather well known member of the Institute was 
reprimanded and flatly informed that he must desist from sending 
letters, which might be construed as soliciting, to persons who 
were not clients of his own. The trial board does not give any 
indication of a disposition to be unduly lenient, and, irrespective of 
the accused’s prominence or age, the laws are administered. It is 
further noteworthy that the evident intent of the council is to 
render more and more effective the principles of professional 
practice and where necessary to write additional rules which will 
prevent any misunderstanding of what the council regards 
as good practice. An interesting indication of the impartiality 
of the council is the fact that in April a member of council was 
one of the defendants.
On June 30, 1930, the supreme court 
of California rendered a judgment in the 
case of Barton v. State Bar of California
Lawyers and 
Advertising
which is of much interest to all professional men, especially law­
yers and accountants. The case was concerned with an action of 
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the state bar of California recommending the suspension from prac­
tice for a period of three months of one Daniel Barton, a lawyer 
who was charged with violating rules of professional conduct in 
that he was alleged to have solicited professional employment by 
advertisement. The rules of the California bar provide that an 
attorney shall not advertise except in a professional “card” or 
conventional listing. In the case under consideration the de­
fendant had published in a newspaper the following words: 
“D. Barton. Advice free, all cases, all courts. Open eves. 
Room 907, 704 Market Street, phone Douglas 0932.” The find­
ing of the local administrative committee recommended that the 
accused be reprimanded but the board of governors of the state 
bar recommended to the court that Barton be suspended for a 
period of three months. The matter was taken on appeal by the 
defendant to the supreme court. Certain minor questions with 
reference to notice, etc., were practically waived by the defendant. 
The contentions of the petitioner were three: (1) The legislature 
by reason of the inhibitions of section 1 of article 3 of the state 
constitution can not delegate the power to formulate and enforce 
rules of professional conduct; (2) rule 2 of the rules of professional 
conduct is an unreasonable rule; and (3) the advertisement by the 
petitioner does not come within the prohibition of rule 2. The 
court swept aside the first contention. The second and third 
contentions are of the most interest and the following quotations 
from the judgment should be read attentively by every practi­
tioner of accountancy or law.
“Petitioner earnestly argues that rule 2 which prohibits the 
solicitation of professional employment by advertisement is an 
unreasonable regulation. He argues that, inasmuch as advertis­
ing is universally regarded as a legitimate activity, an activity in­
dispensable to the success of business concerns, it follows that a 
rule prohibiting the solicitation of professional employment by 
advertising is unreasonable. In support of his contention he 
states that ‘no amount of preaching can alter the cold, indispu­
table fact that the law has ceased to be a sacrosanct profession and 
has become a highly competitive business.’ It is admitted, of 
course, that the rule is not arbitrary and discriminatory with 
reference to the members of the legal profession, for it applies to 
each and every member with equal force. The point made, 
therefore, is that the rule is discriminatory against the legal pro­
fession as a whole, in that the members are prohibited from doing 
that which others in commercial occupations and in business are 
permitted to do as a matter of course.
404
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“In the consideration of the reasonableness of this rule, it 
should be borne in mind that it is a rule proposed and promul­
gated by the members of the profession itself, and is not a rule 
forced upon the profession by a law-making body not in sympa­
thy, perhaps, with the problems of the legal profession. The 
state bar act was passed as the result of an insistent demand for a 
more effective maintenance of proper professional standards. 
By said act the state bar, consisting of all members of the legal 
profession entitled to practise law in this state, was charged with 
the duty of keeping its own house in order—with responsibility 
for the qualifications, conduct, and discipline of its members. 
(15 Cal. Law Review, 313.) It should also be borne in mind that 
this rule is not a 'hang-over ’ from the sixteenth and seventeenth 
century, ‘when (to quote from petitioner’s brief) social and 
economic conditions were entirely different from those which 
prevail in the twentieth century in the United States.’ It was 
approved by the supreme court on May 24, 1928, and, having 
been adopted by the representatives of the state bar may be 
presumed to represent the ideas and attitude of the legal profes­
sion as a whole. It is perhaps by virtue of the fact that the pro­
fession of the law has come to be considered by some attorneys 
solely as ‘ a highly competitive business ’ that it became necessary 
to give legal sanction to a rule which had theretofore been en­
forced merely by public opinion.
“ It is obvious, we think, that the legal profession does stand in 
a peculiar relation to the public, and that there exists between the 
members of the profession and those who seek its services a rela­
tionship which can in no wise be regarded as analogous to the 
relationship of a merchant to his customer. For instance, it may 
be pointed out that, if a customer discovers that one merchant 
is unworthy of his patronage and trust, he does not thereby 
brand all merchants as dishonest and unethical, whereas, if a 
client becomes convinced that the attorney to whom he has in­
trusted the protection of his interests is unworthy of the trust 
reposed in him, he is very apt indeed to classify attorneys 
as a class as unworthy of trust and to feel that they are all 
scoundrels. For this reason alone it is important to the legal 
profession as a whole that nothing shall be done by any member 
which may tend to lessen in any degree the confidence of the 
public in the fidelity, honesty and integrity of the profession. 
And it is by reason of the confidential relationship existing be­
tween attorneys and clients that certain rules and regulations are 
applicable to the profession which are not applicable to a business. 
In Re Galusha (184 Cal. 697, 698, 195 p. 406), it was said: ‘The 
adequate protection of public interests, as well as inherent and in­
separable peculiarities pertaining to the practice of law, require a 
more detailed supervision by the state over the conduct of this 
profession than in the case of almost any other profession or 
business.’ And in State Bar v. Superior Court (Cal. Sup.) 278
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P. 432, 435, the court said: ‘The profession and practice of the 
law * * * is essentially and more largely a matter of public 
interest and concern, not only from the viewpoint of its relation 
to the administration of civil and criminal law, but also from that 
of the contacts of its membership with the constituent membership 
of society at large, whose interest it is to be safeguarded against 
the ignorances or evil dispositions of those who may be masquer­
ading beneath the cloak of the legal and supposedly learned and 
upright profession.’
“Notwithstanding the declaration of the petitioner, we do not 
believe that the profession of the law is, or ought to be, merely ‘a 
highly competitive business.’ And because it is not and because 
it is necessary that the public should not be given the idea that it 
is so considered by the members of the profession, the rule against 
the solicitation of business by advertisement is a reasonable regu­
lation. As was said in People ex rel. Attorney-General v. MacCabe, 
18 Colo. 186, 32 p. 280, 19 L. R. A. 231, 36 Am. St. Rep. 270: 
‘ The ethics of the legal profession forbid that an attorney should 
advertise his talents or his skill, as a shopkeeper advertises his 
wares.’ And as was said in canon 27 of the canons of ethics of 
the American Bar Association: ‘The most worthy and effective 
advertisement possible, even for a young lawyer, and especially 
with his brother lawyers, is the establishment of a well-merited 
reputation for professional capacity and fidelity to trust.’ Rule 
2 expressly excepts the publication or use of ordinary professional 
cards, and the conventional listings in legal directories. It 
therefore permits the practitioner to keep his name before the 
public in the form and to the extent designated in the rule. Inas­
much as all the members of the profession are alike forbidden to do 
more than this, this should be sufficient. It can readily be under­
stood how unfavorably the public would react toward the profes­
sion as a whole if there were published large full-page advertise­
ments extolling the learning, ability and capacity of an attorney 
‘ to get results.’ It would be hard to draw the line as to what was 
improper and what was proper in advertising, and the regulation 
by the state bar which prohibits all advertising except professional 
cards and conventional listings is, we think, a reasonable one.”
The remainder of the judgment is con­
cerned with the question whether the 
form of advertising adopted by Barton 
was a violation of the rule or not. The court held that it was a 
violation but that the penalty was unnecessarily severe and it was 
decided by the court that a reprimand should be administered 
instead of suspension. Accountants who read the excerpts from 
the judgment which have been quoted above will be struck 





countants accused of unethical advertisement and those brought 
forward by the defendant in the Barton case. The statements 
quoted are almost identical with arguments which have been ad­
vanced by accountants accused of unethical procedure. The 
whole problem resolves itself into one of what is proper rather 
than what is criminal. The American Institute of Accountants 
and the American Bar Association have a great task on their 
hands in attempting to enforce rules which are disliked by many 
of the practitioners of their respective professions. So long as 
people regard professional work as the defendant in the Barton 
case seems to have regarded it, namely, as a highly competitive 
business, there will be difficulty in securing obedience to rules 
which prohibit things that in business are permitted or even en­
couraged. It seems, as we have said many times, that what is 
most needed is a campaign of education within the professions so 
that those who profess and call themselves lawyers or accountants 
may become imbued with the sense of professional obligation and 




While thinking of advertising it may be 
well to turn for a moment to considera­
tion of certain allegations which have 
been made on the subject of publicity attendant upon authorship. 
It is quite a common custom for persons who are accused of ad­
vertising—persons justly accused—to turn furiously upon the 
accuser and say, “You damn me for advertising in the news­
papers and yet you permit John Doe to write books which are 
published and advertised far and wide. He is ‘ advertising ’ him­
self whenever he writes a book or signs a magazine article. Why 
criticize me?” True enough, the man who writes books that are 
worth while is bringing his name before the public and he may be 
quite conscious that he is doing so. In the same way the man 
who signs the balance-sheet' of a great corporation is advertising 
himself if that balance-sheet is to be published. Times out of 
number inquiries are received as to the use of an accountant’s 
name when the accountant has rendered a service or performed a 
task of importance. The answer seems perfectly obvious and yet 
it has to be iterated and reiterated. No one, surely, is silly 
enough to contend seriously that the author of an accounting 
book should refuse to sign his name nor would any one in his right
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mind argue that the signature of an accountant on a balance- 
sheet is unethical. We believe that no accountant who under­
stands the nature of his profession today would argue in support 
of advertising in the ordinarily accepted meaning of that word. 
But these things do not mean that there is a line between proper 
and improper advertisement which is hard to find. The line 
seems clear enough. It is a splendid thing for the entire account­
ing profession to have a well written and authoritative book from 
the pen of an accountant. Whenever an accountant does some­
thing which is worthy of praise there should be publicity for it. 
If every accountant had the ability and energy required in the 
writing of books the profession would be better off. The little 
fellows who sit about complaining because they must not sound 
their own instruments forget that what they are attempting to 
play upon are tin whistles which are not in tune with the rest of
One dividing line which is perfectly 
plain is found in the answer to the 
question whether advertisement is
bought or given. It might be safe to say that it is legitimate for 
an accountant to have a full-page advertisement in a daily news­
paper if neither directly nor indirectly he makes payment for it. 
Let the aspiring advertiser approach the office of a newspaper 
and suggest such publicity without compensation. We have 
heard arguments time and again to the effect that so-called press 
notices were inserted without charge, but investigation has in­
variably revealed that if the actual space in the news column de­
voted to the accountant was donated there was somewhere in the 
same issue or near at hand a payment for advertising space at a 
rate sufficient to cover the cost of the notice in the news columns. 
Newspapers are not going out of their way to carry advertise­
ments for nothing. They have, indeed, been lamentably reluc­
tant to give credit to accountants for matters having real news 
value, but that is a condition which will pass. The test of adver­
tisement is this: Is the advertiser to make payment in any way? 
The answer will indicate the category of the advertisement. As 
we have said, it is undoubtedly true that the author of a good 
book on a professional subject is receiving advertisement. In 
fact, if an accountant were to become an author of fiction entirely 
separate from professional subjects he would still receive an in­
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direct aid to publicity and possibly would find his practice stimu­
lated. No profession, however, in all the world will ever prohibit 
the writing of books on the flimsy excuse that the authors might 
see their names in print. It really seems that it should be un­
necessary to return to this subject, but questions which have 
recently arisen indicate that there are still some astigmatic per­
sons who can not look at publication with their eyes in proper 
focus. In nearly every case they are the people who would like 
to advertise and tell the world that they are good, very good.
There is a tradition that anonymous 
correspondence should always be ig­
nored. It is the custom in newspaper 
and magazine offices to consign immediately to the waste-paper 
basket any letter which does not carry the name of its writer; but 
sometimes these nameless letters have such transcendent merit 
that it seems a pity that they should be lost. Occasionally some 
young man who has not the courage of his convictions sits down at 
his typewriter and proceeds to tell the world what is the matter 
with it. These great reformers should not be ashamed of their 
names, but unfortunately they often are. Take, for example, a 
letter which was stopped on its way to the buyer of old paper the 
other day. It was addressed to the editor of The Journal of 
Accountancy and it bore a New York postmark. It was evi­
dently written in reply to a circular letter suggesting a renewal of 
subscription to this magazine. This in all its grammatical 
originality is what the writer wrote:
"Recently the writer cancelled his subscription to The Jour­
nal of Accountancy and in reply to your form letter the follow­
ing may be given as among other reasons for doing so. They in­
directly relate to the field covered by the Journal and the 
accountancy profession of which it is the official mouthpiece.
"The accounting profession takes practically no interest in the 
training of the young men who are getting ready to enter the 
profession; in fact it is out to exploit that very thing to the utmost. 
This is not an idle statement but can be substantiated by the 
most direct proof. Ask any accountancy firm to give you the 
names and addresses of members which have been temporarily 
engaged by them for the past two years as members of their 
staffs. The story is always the same of costly and difficult 
preparation in the large accountancy schools of the city who 
have no contacts whatever with accountancy firms. These 
beginners paid their own ways and then were possibly given em- 
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ployment for wages that are less than these same firms have to 
pay the typists in their own offices.
"These same accountancy firms don’t want the $125 a month 
college men from the Institute’s placement agency. What they 
want is $50 a month men or boys whom they can send into 
clients’ offices at full day rates to be mere clerical assistants 
seniors who are also employed at rock-bottom wages and on 
whom the burden of the engagement rests. But the executives 
of the companies whose books are being audited are getting wise 
to it and for that reason do not give accounting firms regular 
professional fees. They know the accounting firms pay little 
and they want to do so likewise. This phase of accounting 
practice is a racket in the worst sense. One of these days the 
organized accountancy profession is going to get a bang between 
the eyes that will knock it out for the count for the reasons just 
given.
"Neither does the profession help good men get into it. The 
New York state board of C. P. A. examiners has been so unfair in 
the setting of its examination questions and the marking of the 
papers that the profession really ought to come to the defense of 
worthy candidates. It hasn’t done so and probably never will 
until some really big man makes a scandal of the abuses.
"You personally have been identified with the profession so 
long that it’s a wonder you haven’t had the courage as editor to 
initiate the reforms. ---------,--------- ,--------- and others haven’t
lifted a finger; consequently accountancy hasn’t gotten to the 
plane where it ought to be. Publish this letter in the magazine 
and let’s see what happens.”
The names which have been stricken from this letter are names of 
prominent members of the profession who would probably shrink 
in fear of the results if their names were published. It is a terri­
ble indictment which is leveled at them and at the editor of this 
magazine. Well, the letter is published and now, as its author 
says, let us see what happens. Perhaps some person with very 
little to do will answer it. What should happen is a great up­
heaval of the existing conditions in accountancy. The account­
ing schools should make over their systems, their educational 
practices; the accounting firms should change their form of organi­
zation; the New York board of examiners should resign; and the 
gentleman who wrote this letter should be called in to set every­
thing straight. It is such a pity. If we only knew his name and 
address everything would be set to rights. The fact that it has 
been decided to publish this letter from our nameless friend indi­
cates that "copy” must be scarce. However, the letter may 
serve to amuse, if not to terrify.
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A former member of the council of the 
American Institute of Accountants re­
cently expressed the opinion that the 
rules of conduct of the Institute should be amplified so as to make 
clear what the council really believes to be ethical and unethical. 
He refers particularly to the question of advertising. The 
rules are clear enough that a man must not advertise his account­
ing practice, except in the form of a “card,” but there may be 
some uncertainty about other forms of advertising which are not 
specifically mentioned in the rules. For example, would an ac­
countant be permitted to advertise his services as a tax expert— 
terrible term—or as an engineer or in any other sort if in his 
advertising he carefully refrained from mentioning accounting? 
The mind of the man who raised this question was no doubt con­
cerned chiefly with the advertising conducted by certain offices 
which are engaged in a multiplicity of activities. It is conceiva­
ble that an accountant might observe strictly the letter of the law 
and still advertise his name and firm widely if engaged in some 
other rather closely related kind of work. As an illustration, let 
us assume that an accountant makes a specialty of tax practice. 
All of us know that much of the work involved in tax practice is 
not accounting at all but rather interpretation of the statutes and 
regulations which control the taxation of income, etc. However, 
most of the men engaged in so-called tax practice are either ac­
countants or lawyers and members of both these professions are 
forbidden, by the rules of their own professional organizations, to 
advertise, but it might be perfectly true for a man who was an 
accountant to say that when he was engaged in tax work he was 
not doing accounting and consequently there was no rule to pre­
vent his advertising. There is, so far as we know, no organiza­
tion of “tax experts” which has established a code of ethics. 
The regulations of the board of tax appeals and of the department 
of internal revenue have something to say about certain forms of 
advertising and about certain methods of charging fees, but so 
long as the practitioner abides by these rules he seems to be free 
to do as he would. If he can entirely divorce his tax practice 
from any other activity, is he entitled to advertise himself and his 
firm as specialists in the prosecution of claims before the tax 
administration? If the answer to this question is, Yes, there may 
be a considerable defection from ethical behavior, because the 
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convince themselves—they could be easily convinced—that they 
were not advertising accountancy but something entirely distinct.
The truth of the matter is that such an 
argument would be pure quibbling. 
The accountant who conducts tax prac­
tice does so because he is an accountant. No lawyer disclaims 
his status as a lawyer because he is engaged in tax work. Neither 
can an accountant do anything of like kind. His tax work has 
arisen as a by-product of his accounting practice. It is, in all 
probability, a phase of accountancy which will have less and less 
importance as time goes on. The main occupation of the ac­
countant is still accountancy, although nine-tenths of his work 
may involve taxes. So, too, with efficiency engineering or similar 
variants of accountancy. If the accountant who is engaged 
solely in the narrow range of audit must not advertise, the in­
hibition extends also to the accountant who wanders further 
afield. The point is that if the accountant is a professional man 
he will not want to advertise, and if he is sufficiently lost to a 
sense of professional etiquette he must be restrained by regula­
tions and rules. It seems to be the almost unanimous opinion of 
the council of the Institute that all advertising by accountants 
whether they advertise one thing or another is objectionable and 
must not be tolerated. It has been pleaded before the council 
that advertisements which were the subject of charges did not 
relate to accountancy pure and simple. The council has brushed 
such specious pleas aside and has proceeded to discipline where 
advertising was proved. The Institute’s committee on ethics 
unanimously endorses the contention that an accountant must 
never advertise anything so long as he remains an accountant. 
That, indeed, seems good logic. There are always people who are 
willing to find ways of crawling under the gate when it will not 
open, but that method of entering in to a forbidden field does not 
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Examinations
[Following is the text of the examinations in auditing, law and accounting pre­
sented by the board of examiners of the American Institute of Accountants 
May 14 and 15, 1931.]
Examination in Auditing
May 14, 1931, 9 a. m. to 12:30 p. m.
Answer all the following questions:
No. 1 (10 points):
Name and describe the principal groups in which the financial 
transactions of a municipality should be summarized in its annual 
statement.
No. 2 (10 points):
In listing the balances from creditors’ ledger (assumed to be 
in agreement with controlling account) you find several debit 
balances. State
(a) three causes which may account for these balances;
(b) how you would treat cases arising from each cause.
No. 3 (10 points):
(a) When a company carries its own fire insurance should a 
reserve therefor be provided by a periodic charge to insurance 
expense, or by an allocation of surplus?
(b) Assuming such a reserve to be ample in amount, in what 
circumstances would you question its protection?
No. 4 (10 points):
Define each of the following and explain how it arises:
(a) Earned surplus
(b) Capital surplus
(c) Surplus through appreciation.
No. 5 (10 points):
You are called upon to audit the books of a corporation, the 
assistant controller of which is in complete charge of all cash 
transactions and of the bookkeeping records. He has been known 
413
The Journal of Accountancy
to you for years as a man of high standing and unblemished 
reputation, and it is through his good offices that the audit has 
been assigned to you.
Your first step is to request authority for the immediate ex­
amination of the cash and accounts of the individual cashiers. 
The assistant controller states that these accounts are regularly 
examined by himself or one of his assistants, that no need exists for 
you to examine them, and that you have his personal assurance 
that all such accounts and funds were correct at the beginning and 
the end of the period under review.
What would you do in such circumstances?
No. 6 (10 points):
A partner in a stock-brokerage firm, not active in the manage­
ment, suspects his firm of conducting a “bucket-shop.” He 
makes an examination of the customers’ accounts and finds them 
all, both long and short, amply margined. The market has been 
rising steadily for nearly a year.
He obtains a balance-sheet from the firm’s books and submits it 
to you for your advice. The balance-sheet shows the following 
pertinent items:
Cash................................................................................. $ 400,000
Due from customers, long............................................ 2,500,000
Due from brokers for stock borrowed........................ 25,000
Securities on hand......................................................... 75,000
Firm trading accounts, long........................................ 450,000
Due to customers, short............................................... 375,000
Due to brokers for stock loaned................................. 150,000
Firm trading accounts, short....................................... 2,850,000
Capital, surplus, and profit and loss......................... 75,000
What would be your advice, and why?
No. 7 (10 points):
In auditing the accounts of a small manufacturing company you 
find that the sales manager (who is not a stockholder) has a con­
tract with the company which provides that he is to receive, in 
addition to a stipulated salary, a commission on all the company’s 
sales in excess of $400,000 for the year. The books show net sales 
of $850,000. You also note that the sales manager acts as office 
manager, supervising the accounts and the granting of credits.
Under these conditions, what matters would receive your special 
attention during the audit?
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No. 8 (10 points):
State the scope of
(a) a detailed audit;
(b) an audit of the type commonly requested for credit 
purposes.
No. 9 (10 points):
You have been engaged by a prospective purchaser to prepare a 
certified balance-sheet and earnings statement from the books and 
accounts of a wholesale-clothing corporation.
The minute-book shows that the following officers’ salaries were 
authorized for each of the years 1927, 1928 and 1929:
William Jones, president.................................................. $25,000
John Smith, vice-president.............................................. 25,000
Henry Brown, secretary-treasurer.................................. 25,000
An inspection of the salary cheques shows that Jones and Smith 
received $25,000 each year, respectively. The salary cheques of 
Brown show that he received $416.67 each month, and that at the 
end of each year he received two cheques of $10,000 each which he 
endorsed to Jones and Smith respectively. Questioned, Brown 
readily admits that his actual salary was only $5,000 a year al­
though he had reported it as $25,000 in his individual returns, but 
that Jones and Smith had reimbursed him for the income tax he 
had paid on income over $5,000.
You call the three officers together and at the conference learn 
that the procedure outlined above had been adopted in all good 
faith, on the advice of a public accountant, as a legitimate means 
of reducing the income taxes of the corporation; that by reim­
bursing Brown for his income tax Jones and Smith have, indirectly 
at least, paid what was due the government on the additional 
amounts they received through Brown; and that anyway the re­
turns of the corporation and of the three individuals, who in­
cidentally own all the stock, have been investigated by an in­
ternal-revenue agent and agreements of final determination have 
been executed under section 606 of the revenue act of 1928 for the 
three years 1927-29, although it is admitted that the agent did 
not discover the facts about Brown’s salary.
On being informed of the serious position in which they stand, 
the officers ask your advice with respect to past returns of the 
corporation and of the individuals.
(a) Does the above situation affect the balance-sheet you are 
preparing? If so, how will you show it?
(b) What advice would you give the officers?
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No. 10 (10 points) :
State briefly the method of verifying the income from bonds and 
stocks in an investment-trust company.
Examination in Accounting Theory and Practice
PART I
May 14, 1931, 1:30 P. m. to 6:30 p. m.
The candidate must answer all the following questions:
No. 1 (35 points):
From the following information, prepare
(a) Balance-sheet as at December 31, 1930;
(b) Statement of operating surplus for the year, showing as 
specific items the provision for federal income tax and 
the manager’s bonus.
The balance-sheet of the Alpha Corporation, as at December 
31, 1929, was as follows:
Assets





Machinery and equipment.................................... 5,000,000
7,000,000




Current and accrued liabilities................................. $ 1,700,000
Funded debt................................................................. 3,500,000
Capital stock:
Six per cent. cumulative preferred—30,000
shares of $100 each (redeemable at 110)........ 3,000,000
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The following data relate to the transactions for the year ended 
December 31, 1930:
The fixed assets were adjusted to the values as appraised at 





Reproduc- Accrued Sound 
tion cost dep’n value 
$ 350,000 $ 350,000
2,200,000 $250,000 1,950,000 
5,500,000 600,000 4,900,000
$8,050,000 $850,000 $7,200,000
Before providing for income tax, manager’s bonus and deprecia­
tion, at the rates given below, the operations for the year resulted 
in a profit of $1,000,000, accounted for as follows:
Increase in current assets................................................... $360,000
Increase in current and accrued liabilities, including 
interest and preferred dividend for half year to
December 31, 1930.......................................................... 325,000 $ 35,000
Dividends on preferred stock............................................ 165,000
Retirement of preferred stock........................................... 550,000
Addition to plant—
Buildings........................................................................... 50,000
Machinery and equipment............................................ 200,000 250,000
$1,000,000
The manager is entitled to a bonus of 5 per cent, of the net 
profit after charging all costs and expenses, including the bonus 
and income tax.
Provision for depreciation is to be made at the following rates:
Buildings.................................................... 2 per cent. per annum
Machinery and equipment..................... 5
Disregard depreciation on the additions, which were completed 
toward the close of the year.
Five thousand shares of preferred stock were called and retired 
on July 1, 1930.
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No. 2 (16 points):
The M Company was organized January 1, 1929, with an au­
thorized capital of $3,000,000 represented by 10,000 shares of 6 
per cent. cumulative preferred stock of the par value of $100 each 
and 20,000 shares of common stock having no par value but 
recorded on the books as having an issued, or declared, value of 
$100 each.
All the capital stock was immediately issued for the acquisition 
of the assets of two companies having a combined value of 
$3,500,000, which the M Company entered on its books at this 
same value.
The provisions of the preferred-stock issue stipulated that 10 
per cent. of the profits of each year, in excess of preferred divi­
dends payable, were to be set aside and used in acquiring and 
retiring preferred stock.
The earnings—after provision for income taxes but before the 
payment of dividends—were $500,000 for the year 1929 and 
$300,000 for 1930.
That part of the earnings for the year 1929 set aside for the 
retirement of preferred stock was used for that purpose in Janu­
ary, 1930, the whole amount being expended in acquiring this 
stock at par.
Dividends on the preferred stock were paid for both the years 
1929 and 1930, and a dividend of $350,000 on the common stock 
was also paid in January, 1930.
In December, 1930, an appraisal of the fixed assets was made 
which exceeded by $200,000 the net values as shown by the 
books. Adjustments were made on December 31, 1930, to con­
form with the values as set forth by the appraisal.
You are required to show how you would set up the capital and 
surplus accounts as they would appear on your certified balance- 
sheet, expressly stating—for the benefit of the directors—the 
amount of surplus available for the payment of dividends on the 
common stock, as at December 31, 1930.
No. 3 (12 points):
The C Fruit-Growers’ Association purchased equipment for 
which $12,000 was paid in cash on January 1, 1927, and four notes 
were also given, as of this date, each in amount $12,000 and pay­
able January 1, 1928, 1929, 1930 and 1931 respectively.
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The face value of each note included principal and interest (not 
compounded) at the rate of 7 per cent, per annum.
At December 31, 1930, all the notes, except that due January 
1, 1931, had been paid as they fell due, and the payments— 
together with the initial cash payment—had been charged to the 
account “Association equipment.”
An audit of the books of account and records being conducted as 
of December 31, 1930, it was decided to ascertain the actual net 
profit for each of the years mentioned.
With this object in view, prepare whatever entries are necessary 
to adjust the accounts in view of the conditions described.
No. 4 (22 points):
Mr. Andrews, who is a client of yours and a stockholder of the 
B Company, although not active in its management, presents to 
you the comparative statements and other data on the following 
pages. He advises that he has been a stockholder of this company 
for several years and has received $1.00 per share in dividends 
consistently.
The president of the company, who is “getting along in years,” 
has offered to sell him a substantial block of stock at book value 
and has explained to Mr. Andrews that the loss in 1930 was due 
to the general depression.
Your client asks you to make a detailed analysis of the state­
ments and give him your opinion as to whether or not it would be 
a good investment; further, to advise him in detail of whatever 
may be reasonably interpreted from the statements as to the 
company’s financial condition, efficiency, management policies, 
and prospects, together with suggestions as to what should be 
watched or corrected, etc.
List the principal points that you would discuss in a letter to 
your client.
Regarding the co-insurance clause, show how much the com­
pany would collect in cases of a fire loss of $100,000 and one of 
$600,000.
Note: Although the company deals in stoves, assume that 
this fact makes no difference as to what might be destroyed by 
fire.
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B Company
Comparative balance-sheets




$ 40,000 $ 15,000 $ 25,000
stoves and ranges............................











and ranges........................................ 275,000 225,000 50,000
Real estate, machinery and equip­
ment: less, allowance for deprecia-
$ 647,500 $547,000 $100,500
tion (a).............................................. 375,000 325,000 50,000
Salesmen’s drawing accounts............ 15,000 15,000
Deferred expenses............................... 5,000 2,000 3,000
$1,042,500 $874,000 $168,500
Liabilities
Notes payable—bank (secured, for 
money borrowed)........................
Notes payable—bank (unsecured, for 
money borrowed)..................




















(a) Appraised sound values: 
Land............................
 Foundations...............................
 Buildings, machinery and
equipment.........................
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B Company
Statement of income and expense
Net sales—coal stoves 
ranges........................















Cost of goods sold..........
$1,325,000 $1,400,000 $1,425,000 $1,400,000
875,000 960,000 1,025,000 1,026,500
Gross profit............. $ 450,000 $ 440,000 $ 400,000 $ 373,500
Salesmen’s drawings, commis­
sions and expense—coal 
stoves and ranges...........
Salesmen’s (two) salaries and 
expenses—gas stoves and 
ranges................................
President’s salary...................


















$ 367,000 $ 372,500 $ 380,000 $ 390,000
Net profit (or loss). .. . . . $ 83,000 $ 67,500 $ 20,000 $ 16,500*
(a) Sold entirely to a utility company and to a mail-order house.
Note.—At December 31, 1930, the company carried blanket insurance 
coverage on buildings and contents to the total amount of $500,000 with a 90 
per cent. co-insurance clause.
No. 5 (15 points):
John Smith is the principal stockholder in the Smith Oil Com­
pany and in the past year has advanced large sums of money to 
the company.
The officers of the company call upon you to audit the accounts 
and records and certify certain statements to be used for credit 
purposes.
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Following is a trial balance, together with other data:







Furniture and fixtures........................................................ 1,500
Notes payable...................................................................... $ 10,000
John Smith.......................................................................... 400,000
Reserve for depletion and depreciation—Lease A.......... 125,000
Capital stock....................................................................... 500,000
Surplus—January 1, 1930................................................. 100,000
Oil sales—Lease A............................................................... 350,000
Production expense—Lease A........................................... 125,000
Provision for reserves—Lease A....................................... 75,000
General expense................................................................... 15,000
$1,485,000 $1,485,000
Extract from minutes of directors' meeting
“Offer of John Smith to forgive indebtedness owing by the company to him, 
explaining in his offer that his action is due to losses in drilling dry holes on 
Lease B, the advances having been made by him for purpose of development of 
this lease. The directors accept the offer and instruct the officers to credit the 
donation against losses on Lease B.”
Examining the accounts, you find sundry credits to the account 
of Lease B for material salvaged but, upon inquiry, ascertain that 
all material has been removed from this lease. Other accounts 
are found to be in order.
Statements prepared by the company’s bookkeeper and ap­
proved by the officers, show total assets $705,000; total liabilities 
$510,000; surplus available for dividends $195,000, and net in­
come for the year $95,000.
Would you accept these and certify the balance-sheet? If not, 
why?
Submit your balance-sheet and relative profit-and-loss state­
ment in accordance with the facts given and explain the reason, 
or reasons, for the differences between your findings and those of 
the bookkeeper.
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Examination in Commercial Law
May 15, 1931, 9 a. m. to 12:30 p. m.
Group I
Answer all questions in this group.
No. 1 (10 points) :
In what circumstances, if any, may a declared dividend be 
revoked and by whom must the revocation, if allowed, be made?
No. 2 (10 points):
Jones executed a negotiable promissory note payable to the 
order of Brown. Prior to maturity of the note, Brown met Jones 
on the street and told him that he expressly renounced his rights 
against Jones on this note because he felt that Jones was not 
financially able to pay it without imposing undue hardship on 
Jones’ family. Brown died before the note fell due, his executor 
found the note among his papers, and the executor brought 
action against Jones. For whom should judgment be given?
No. 3 (10 points):
X owned a stationery business which for a number of years had 
earned a net profit of $3,000. By falsely stating that the net profit 
had been $10,000, X sold the business to Y, who would not have 
bought it if the truth had been disclosed by X. In an action by Y 
for rescission, X defended on the ground that Y had made in­
quiries of other persons and that if Y had been more diligent Y 
could have discovered the truth. For whom should judgment be 
given?
No. 4 (10 points):
The president and owner of one half of the stock of a corporation 
executed as president a conveyance covering a large part of the 
property of the corporation in consideration of the other half of 
the outstanding stock, which was duly assigned to the corporation 
and was placed in its treasury. He failed to call a stockholders’ 
meeting or to obtain the assent of 60 per cent. of them as required 
by the corporation’s by-laws in case of a sale of capital assets or a 
purchase of treasury stock. Alleging that omission as grounds 
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for their claim, the assignors of the stock who received the prop­
erty now seek to have the transaction annulled. Will they 
succeed?
No. 5 (10 points):
Who are the parties to, what is the purpose of, and what are 
some of the provisions of a trust indenture in a bond issue?
Group II
Answer any five of the questions in this group, but no more than five.
No. 6 (10 points):
Henry Alexander was a licensed fire-insurance broker. Frank 
Simpson made an oral application to Alexander for insurance on a 
building owned by Simpson. Thereafter Alexander delivered the 
policy and collected the premium. (a) For whom, if anyone, 
was Alexander an agent? (b) If he was an agent, when if at all 
did his principal change?
No. 7 (10 points):
A contract for the construction of a building recites that the 
consideration to be paid by the owner shall be “the cost of 
materials, wages, and direct expenses plus ten percentum of the 
sum of such costs. Direct expenses shall include the salary of a 
fulltime superintendent and his assistants, the expense of a field 
officer, employees’-compensation insurance, public-liability in­
surance, travel expense, and two percentum per month of the cost 
of equipment used for wear and tear.” Would fire-insurance 
premiums upon equipment be a direct expense to be included?
No. 8 (10 points):
Mullen and Gage, partners in a manufacturing business, pur­
chased a factory site. Gage died during the existence of the part­
nership. In a state where dower is recognized, has his widow any 
dower or other right in this land?
No. 9 (10 points):
A sold goods to B and shipped them by a common carrier, to be 
delivered to B upon the payment of the purchase price. Through 
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the negligence of the carrier, B obtained possession of the goods 
without paying for them and sold them to C, a bona-fide pur­
chaser for value without notice. Can A or the carrier recover the 
goods or their value from C?
No. 10 (10 points):
Hopkins by his will made certain gifts and left the rest, residue 
and remainder of his estate in trust, the income to be paid to his 
widow during her life and the trust fund to be turned over to his 
son upon her death. Hopkins left income-producing assets of 
$500,000. Legacies of $300,000 were given by the will and 
debts, taxes and administration expenses amounted to $100,000. 
Assume that administration of the estate required one year, that 
all of the payments for legacies, debts, taxes and administration 
expenses were made at the end of that year, and that income dur­
ing administration amounted to $25,000. In your opinion as 
accountant for the trustee, to whom should this $25,000 be given?
No. 11 (10 points):
Smith executed a valid contract with Hess whereby he agreed 
to convey certain real estate to Hess. Hess made a payment on 
account and incurred expense in an examination of the title. 
While the contract was in force, Smith conveyed the real estate to 
another person at a price exceeding that specified in the contract 
with Hess. What remedies has Hess?
No. 12 (10 points) :
On April 17, 1928, Blair & Co., Inc., purchased vacant and 
unimproved land for $30,000. The company made no improve­
ments upon it and spent no money on it except for current taxes. 
On February 1, 1929, it sold this land for $40,000, receiving $15,000 
in cash and a purchase-money mortgage for $25,000, on which 
no payments were received during 1929. Blair & Co. makes its 
federal-income-tax returns on a calendar-year basis.
(a) Must it report the $10,000 profit as 1929 income?
(b) If your answer to (a) is “no,” how may it state the trans­
action in its 1929 income-tax return?
(c) If Blair & Co. has a choice of methods, upon what con­
siderations would you base your advice to its officers?
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Examination in Accounting Theory and Practice
PART II
May 15, 1931, 1:30 p. m. to 6:30 p. m.
The candidate must answer all the following questions:
No. 1 (40 points):
John Roberts died on June 30, 1926, leaving a will which ap­
pointed Jane Walters his executrix.
On July 15, 1926, the will was admitted to probate and an in­
ventory was filed listing the following assets:
Cash in First National Bank................................................... $20,000
100 shares of Atlas stock—cost $15,000:
Market value, June 30, 1926.............................................. $20,000
“ " , July 15, 1926................................................ 22,000
$10,000 par value 6 per cent. Colonial bonds:
Market value, June 30, 1926.............................................. 11,500
“ " , July 15, 1926................................................ 10,800
Household furniture................................................................. 5,000
Rolls Royce automobile........................................................... 8,000
The will provided that James Brown, the faithful servant of 
Roberts, was to receive $5,000; that Miss L. Ryan was to receive 
$5,000 par value Colonial bonds; that Jane Walters was to re­
ceive the household furniture and the automobile; and that Tom 
Green was to receive $5,000, payable out of the testator’s account 
in the First National Bank.
The will further provided that all the assets remaining after the 
payment of all lawful debts were to be held in trust for Walter 
Roberts, nephew of the testator. It further stipulated that in 
the event of there being unpaid debts at the time of death, or if 
any debts were incurred or losses sustained on the sales of assets 
subsequent to death, neither the payment of these debts nor the 




2   Specific legacies 
 Demonstrative legacies  
The clause creating the trust provided that the net income of 
the residue be used for the education and support of Walter 
(nephew) and that upon his reaching the age of twenty-five 
years, the corpus of the trust be turned over to him, thus ter­
minating the trust.
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The interest on the Colonial bonds is payable April 1st and 
October 1st.
The transactions of the executrix for the year were as follows:
1926
July 15 Paid preliminary probate expense.................... $ 100
Aug. 1 Collected dividend from Atlas stock, declared 
June 15, 1926............................. 400
15 Ralph Cohen presents a one-year note signed 
by Roberts on August 15, 1925, in amount 
$3,000 bearing interest at 6 per cent. per 
annum. Cohen was holding, as security, 
$5,000 par value Seaboard 6 per cent. bonds. 
The interest on the bonds (coupons), pay­
able October 1st and April 1st, has been col­
lected by Cohen. The court ordered the
executrix to pay the note with interest and 
to take over the bonds. On June 30, 1926, 
the Seaboard bonds were worth par.
Sep. 1 Paid funeral expenses......................................... 800
15 Dividend declared on Atlas stock, payable 
October 15, 1926.................................. 400
Oct. 1 Collected interest on Colonial and Seaboard 
bonds
15 Collected dividend on Atlas stock
Nov. 1 Paid to guardian of Walter for his education 
and support................................ 500
Dec. 1 With the consent of the court, the executrix 
sold the Colonial bonds which were being 
held for the benefit of Walter, at $110 and 
accrued interest
15 Paid expenses of last illness of testator..........  1,000
1927
Jan. 1 With the consent of the court, the executrix
purchased $3,000 par value, 6 per cent. 
Corporation bonds at $98 and accrued in­
terest. Interest payable February 1st and 
August 1st
Feb. 1 Paid debts of decedent....................................... 3,000
Collected interest on Corporation bonds
Mar. 15 Dividend declared on Atlas stock, payable
April 15, 1927................................................... 800
Apr. 1 Sold 50 shares of Atlas stock, with the consent 
of the court, at $190 ex-dividend
Collected interest on Colonial and Seaboard 
bonds
15 Collected dividends on Atlas stock
July 15 The court ordered the legacies paid and the 
residue turned over to the trustees.
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The specific legatees have agreed to furnish the executrix with 
enough cash to cover charges against their legacies for debts and 
losses in order that they may take the specific property willed.
You are required to prepare journal and cashbook entries to 
record the above transactions and submit charge and discharge 
statements as to principal and income.
Note.—The following are acceptable definitions of terms in the problem:
General legacy—a legacy payable out of the general assets of the estate, as 
distinguished from a demonstrative or a specific legacy.
Specific legacy—a gift by will that specifies a particular thing.
Demonstrative legacy—a legacy to be paid out of a particular amount of 
money or quantity of other property that is pointed out.
No. 2 (30 points):
From the data following, prepare the journal entries necessary 
properly to adjust the accounts for the purpose of consolidation 
and submit a consolidated balance-sheet, together with working 
papers.
The results of examinations of the books of the Kerry Dairy 
Company and its subsidiaries, as of June 30, 1929, were shown as 
follows:
Kerry City Watson & Newport
Assets Dairy Co. Creamery Roan, Inc. Dairy Co.
Cash............................................ ... $ 7,500 $ 4,500 $ 8,000 $ 1,500
Notes receivable........................ 10,000 5,000 2,000
Accounts receivable.................. 24,000 10,000 17,500 6,800
Merchandise inventories......... 15,000 8,000 13,000 4,000
Investments:
City Creamery...................... 28,000
Watson & Roan, Inc............ 52,000
Newport Dairy Co................ 30,000
Land............................................ 11,500 7,000
Buildings.................................... 26,000 28,000
Plant equipment....................... 34,000 25,000 35,000 42,000
Delivery equipment.................. 8,000 3,000 9,000 7,000
Deficit......................................... 2,400
$246,000 $50,500 $122,500 $65,700
Liabilities
Notes payable............................ ... $ 15,000 $ 7,500 $ 10,000 $12,000
Accounts payable...................... 20,000 6,200 2,700 4,200
Bonds payable........................... 40,000 20,000
Reserves for depreciation........ 35,000 6,000 18,600 9,500
Capital stock............................. 125,000 25,000 65,000 40,000
Surplus........................................ 11,000 5,800 6,200
$246,000 $50,500 $122,500 $65,700
428
American Institute of Accountants Examinations
During the course of the audit, the following facts were dis­
covered :
The holding company purchased 90 per cent, of the capital 
stock of the City Creamery, July 1, 1926; 80 per cent. of that of 
Watson & Roan, Inc., July 1, 1925, and 75 per cent. of that of the 
Newport Dairy Co., July 1, 1927, when this company was or­
ganized.
The investment in the City Creamery was arbitrarily increased 
on the books of the holding company in 1929 by a charge thereto 
and a credit to surplus of $2,000. Except for this entry, the book 
value of the investment represented cost. The investment in the 
Newport Dairy Co. was also carried at cost. The holding com­
pany had, however, taken up its share of the profits and losses of 
Watson & Roan, Inc., through the investment account.
An analysis of the surplus accounts of the subsidiary companies 
was as follows:
City Watson & Newport 





Balance—June 30, 1926..................... .............. $3,500 17,700
Profit—1926-1927............................... .............. 2,400* 8,000*
Balance—June 30, 1927..................... .............. 1,100 9,700
Profit—1927-1928............................... .............. 1,500 2,700* $1,500*
Balance—June 30, 1928..................... .............. 2,600 7,000 1,500*
Profit—1928-1929............................... .............. 3,200 800* 900*
Balance—June 30, 1929.................... ................ $5,800 $ 6,200 $2,400*
* Representing loss.
The intercompany accounts were as follows:
Kerry City Watson & Newport
On the books of Dairy Co. Creamery Roan, Inc. Dairy Co.
Notes receivable—
Kerry Dairy Co....................... $2,000 $3,000 $5,000
Watson & Roan, Inc..............  3,000
Notes payable— 
City Creamery.................... $2,000
Watson & Roan, Inc..............  3,000
Newport Dairy Co.................. 5,000 3,000
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Accounts receivable— 




Watson & Roan, Inc.............. 1,600
Newport Dairy Co........................ 1,500 600
The inventories of the subsidiary companies contain goods 
purchased from the holding company on which the latter made a 
profit of 10 per cent., viz., City Creamery $3,000, and Watson & 
Roan, Inc., $1,200.
In June, 1929, the Newport Dairy Co. purchased plant equip­
ment from Watson & Roan, Inc., and paid $12,000 therefor. The 
cost to Watson & Roan, Inc. (less depreciation) was $10,000.
The differences in intercompany accounts represent remit­
tances in transit at the date of closing.
No. 3 (20 points):
From the items following, prepare a detailed statement of the 
condition of the X Bank and Trust Company as at the close of 
business on December 31, 1930.
The balance applicable to undivided-profits account must be 
determined by the candidate.
Acceptances anticipated......................................................................... $ 45,000
Acceptances outstanding......... .............................................................. 425,000
Bank premises.......................................................................................... 1,250,000
Bonds—other than U. S. government................................................. 2,750,000
Capital stock............................................................................................ 3,000,000
Cash on hand........................................................................................... 600,000





Customers’ liability for acceptances executed.....................   425,000
Demand collateral loans......................................................................... 2,375,000
Discounts.................................................................................................. 4,500,000
Dividend payable January 1, 1931....................................................... 30,000
Due from Federal Reserve bank.......................................................... 1,000,000
Due from sundry banks.......................................................................... 350,000
Due to banks............................................................................................ 585,000
Exchanges for clearing house................................................................. 200,000
Federal Reserve bank stock (50% of subscription).......................... 100,000
Furniture and fixtures............................................................................ 100,000
Interest receivable accrued.................................................................... 5,000
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Letters of credit—customers’ liability................................................. $ 50,000
Letters of credit executed for customers............................................. 50,000





Reserve for contingencies....................................................................... 225,000
Reserve for interest, taxes and other expenses.................................. 60,000
Savings deposits...................................................................................... 8,750,000
Securities borrowed................................................................................. 250,000
Stock—other than Federal Reserve bank stock................................ 175,000
Surplus...................................................................................................... 1,500,000
Time collateral loans.............................................................................. 3,025,000
Undivided profits (?)..............................................................................
Unearned discount.................................................................................. 40,000
United States government bonds........................................................ 1,250,000
United States government bonds pledged.......................................... 250,000
United States Postal Savings deposits................................................. 115,000
No. 4 (10 points):
A block of real estate, owned by one of your clients, is assessed 
for local taxation at $200,000. The rate of taxation is $30 per 
thousand and the net income for the year 1930, after deduction 
for local taxes but before provision for federal income tax, is 
$10,000, or 5 per cent. of the assessed value.
Upon appeal, the assessors agree to reduce the assessment in 
order that the net income for 1930 (before provision for federal 
income tax), shall be 7 per cent. of the reduced assessed value.
Accordingly, you are requested, on behalf of your client, to 
compute the amount of such reduced assessed value as shall leave 
a return of 7 per cent. thereon.
Note.—This problem can readily be solved without recourse to algebraical 
methods.
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Fixed Charges in Hospital Accounting
By C. Rufus Rorem
Hospital service is a business entailing a large capital invest­
ment, with resulting high overhead costs. This fact has often 
been lost sight of by hospital executives and trustees. Ninety- 
one per cent. of the investment in plant and equipment has been 
provided without expectation of repayment or earnings on the 
amounts contributed. Consequently the pressure to render an 
accurate accounting for fixed assets of hospitals, and for the fixed 
charges entailed, has been more or less removed from hospital 
administrators and accountants.
The seven thousand hospitals of the United States, with their 
nine hundred thousand beds, now represent in plant and equip­
ment an investment of more than $3,000,000,000. This figure 
exceeds the capital investment in many of the more important 
manufacturing industries. The plant and equipment of a typical 
200-bed hospital represent a capital investment of $1,000,000, and 
the institution requires a permanent force of at least one hundred 
and fifty professional skilled and unskilled workers. Certain 
metropolitan hospitals involve capital investments in excess of 
$10,000,000. In a western agricultural city of twenty-five 
thousand inhabitants, one of the local hospitals with its 125 
employees is, when measured in terms of its monthly payroll, the 
most important business establishment in the community.
The laymen unfamiliar with hospital management might well 
assume that hospitals consider accounting for capital investment 
an important phase of planning and operation. Yet most hos­
pital reports give no explicit recognition to the fixed charges re­
sulting from the capital investment, once the plant and equipment 
have been made available and placed in use. Depreciation ac­
counts are consistently omitted from the records of tax-supported 
government hospitals and of those under the auspices of non­
profit associations, which secure their original capital and much 
of their current income from voluntary contributions. Govern­
mental and non-profit hospitals under independent and church 
auspices represent more than ninety per cent. of the value of hos­
pital plant and equipment in the United States.
Hospital service involves two major types of expenses. These 
are (a) fixed charges, such as depreciation, insurance, interest and 
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taxes, which are involved whether or not hospital plant and 
equipment are utilized; and (b) operating costs, which are in­
curred only when a hospital is available for the care of patients. 
Some of the operating costs, such as those for heat, light, power, 
administration and housekeeping, are affected mainly by the 
degree to which facilities are held in “readiness to serve ” patients. 
They vary only slightly with the degree to which patients are 
served. Other operating costs, such as for food, laundry and 
medical and surgical supplies, tend to vary almost in direct ratio 
to the amount of service rendered.
The standard cost-unit of hospital service has for many years 
been the “patient-day ” (day of bed-care), and the measure of the 
rate of production has been the “percentage of occupancy” of 
the hospital beds. In recent years, the use of the scientific equip­
ment and apparatus — such as X-ray and chemical laboratories 
—in the treatment of “out-patients ” has made the “patient-day ” 
less significant; but total patient days are still regarded as the best 
available measure of the amount of service rendered by a hospital.
Cost-per-patient-day (per-capita cost, per-diem cost) could be 
regarded as an accurate measure of hospital efficiency, if all hos­
pitals were to calculate this quantity according to the same for­
mula. Unfortunately no uniformity is followed in hospital 
accounting. A few institutions include fixed charges in their 
calculations of cost; most of them do not. Some include newborn 
infants as patients; others do not. Some hospitals report frac­
tional days before or after a certain hour as full days; others do 
not. Operating costs of hospitals for acute medical and surgical 
cases tend to range from $4.00 to $6.00 per patient-day, with 
others as low as $2.00 or as high as $10.00 per patient-day, de­
pending on the quality or the volume of service rendered. Usu­
ally hospital accountants do not add the fixed charges to the 
operating costs to determine the total cost-per-patient-day; conse­
quently their figures tend both to understate the total costs of 
hospital service and to obscure the advantages to be gained from a 
high degree of utilization.
The heavy capital investment in hospitals requires that admin­
istrators and accountants should give it recognition through the 
maintenance of plant ledgers and depreciation accounts. This 
practice would have two desirable effects; it would emphasize the 
importance of a high rate of production in the lowering of unit 
costs; it would remind hospital administrators that an omission of 
433
The Journal of Accountancy
fixed charges from the costs of a hospital’s services not only fails 
to give the real cost of the service, but also makes impossible the 
comparison of total costs of one hospital with those of another.
The following table is introduced to show the extent to which 
the fixed charges per patient-day vary with the amount of capital 
investment per bed and with the degree to which the beds are 
occupied by patients. The investments per bed are typical of the 
variations existing in the hospital field. Some of the large state 
nervous and mental institutions represent investments-per-bed of 
less than $1,000, whereas a few elaborate “teaching” hospitals in 
the metropolitan areas approach $20,000. The occupancy-rate 
of sixty per cent. represents the average for the “general” hos­
pitals of the country in 1929, and the rate of seventy-five per cent. 
is the minimum at which hospital experts consider that best 
economies can be achieved.
Fixed Charges per Patient-Day Computed for Various 
Investments-per-Bed and at 60 and 75 per cent.










$ 2,000.................................. $ 160 $0.73 $0.58
3,000.................................. 240 1.11 0.88
4,000.................................. 320 1.46 1.17
5,000.................................. 400 1.83 1.46
6,000.................................. 480 2.19 1.75
7,000.................................. 560 2.56 2.04
8,000.................................. 640 2.92 2.34
10,000.................................. 800 3.65 2.92
12,000.................................. 960 4.38 3.50
15,000.................................. 1,200 5.55 4.38
The annual fixed charges are computed as eight per cent. of the 
total capital investment: five per cent. allowance for interest and 
three per cent. for depreciation. The depreciation is estimated as 
follows: two per cent. on the value of the buildings, assumed to be 
seventy per cent. of the total, and ten per cent. on “equipment,” 
assumed to be fifteen per cent. of the total. Land is assumed to 
be fifteen per cent. These figures for depreciation are somewhat 
below those ordinarily recommended by hospital accountants.
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Taxes are omitted in arriving at figures for the table, inasmuch as 
most hospitals are exempt from taxation. Insurance also is 
omitted, for according to the custom of hospital accountants it is 
included among the operating costs.
The figures in the table show two facts clearly: first, that in the 
ordinary hospital the fixed charges are a substantial amount, 
exceeding fifty cents a day in the cheapest type of accommoda­
tions when occupied to seventy-five per cent. capacity, and ex­
ceeding $5.00 in the more expensive plant and equipment; second, 
that substantial reductions in the burden of fixed charges may be 
accomplished through increased utilization, even within such a 
narrow range as from sixty to seventy-five per cent. of bed 
capacity.
The records and reports of hospitals which include no allow­
ances for interest and depreciation draw a false picture of the costs 
of the hospital care rendered by them. In the case of non-profit 
associations, it frequently happens that a philanthropist of a 
community has erected and equipped a hospital and presented it 
to the trustees free from all capital indebtedness. The services 
of hospital plant and equipment are not less valuable because 
they are paid for by philanthropists or from taxes. From the 
point of view of a community, depreciation on capital investment 
represents an actual expenditure for hospital service, even though 
it may not require monthly or annual cash disbursements. It is 
sometimes said that a hospital which utilizes plant and equipment 
on which there is no outstanding indebtedness can be operated at 
lower costs because it need not pay interest or repay the principal 
of the debt. Such a statement is equivalent to saying that it is 
cheaper to live in one’s own house than in that of another, for, by 
so doing, one need not pay rent. The financial reports of "volun­
tary hospitals” in England, Canada and Australia often show 
allowances for depreciation in the expense accounts, although the 
percentage of income received from patients of “voluntary hos­
pitals” is ordinarily much less than is paid by the patients to non­
profit association hospitals in the United States.
The problems of some non-profit hospitals have been similar 
to those encountered in ordinary business enterprises. One 
church hospital owns land and buildings which were valued 
at $2,211,086.51, as of December 31, 1928. Of this total, 
$487,896.07 represented appreciation through appraisal of the 
land and buildings purchased before the main hospital building 
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was erected in 1927. There were outstanding $1,700,000 of 
seven per cent. mortgage bonds—approximately the total outlay 
for the existing plant and equipment. The interest payments on 
the fixed indebtedness in 1928 amounted to $134,044.36 (including 
amortization of $12,581 bond discount granted at the time of 
issuing the bonds). In addition there were sinking-fund require­
ments for redemption of the bonds, which amounted to approxi­
mately $40,000.
The hospital, being in California, was also required to pay 
general property taxes amounting to $20,729.42 in 1928. The 
current cash requirements attendant upon the ownership of the 
plant and equipment by this hospital were approximately 
$200,000 a year. The adult bed capacity of this institution was 
277, so that the interest and depreciation per annum for each bed 
(whether occupied or not) were more than $700. The average 
occupancy during 1928 was eighty-three per cent., so that the 
annual disbursements for interest and debt retirement exceeded 
$800 per occupied bed, more than two dollars per patient-day of 
care. This hospital is not an expensive one regarded from the 
point of view of original cost of construction; it is not operated for 
the profit of the trustees; but it has been financed under such con­
ditions that interest and depreciation on hospital capital invest­
ment must be recognized by its administration as actual costs of 
hospital care.
I have asked many hospital superintendents why their account­
ants were instructed to ignore depreciation and interest allowances 
in the hospital’s financial records and reports. The replies have 
usually been one of the following: (a) “Such a procedure would 
swell the total costs of my hospital and make it appear in a bad 
light when contrasted with other hospitals which have relatively 
smaller investments or omit such items entirely”; or (b) “It is 
inappropriate for a non-profit hospital administering donated 
funds to recover the full commercial cost of its services.”
The first statement indicates a tendency to place figures above 
facts, and illustrates the need for an entire reconsideration of the 
concept of hospital costs. It is true that depreciation and inter­
est are not usually factors over which a given hospital superin­
tendent has had any control, and such items should be clearly set  
off from the other costs of hospital care in the preparation of 
reports. But there is no logical reason why they should be ex­
cluded entirely.
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The second objection brings up for consideration two very im­
portant aspects of depreciation and interest. In the first place, 
allowances for the services of hospital capital do not necessarily 
mean that such amounts should be recovered through charges 
against patients served in the hospital. In fact, the purpose un­
derlying this procedure might well be to exclude depreciation and 
interest in the setting of certain fees. In the second place, no 
allocation of the fixed charges of special hospital services can be 
made unless allowances for interest and depreciation have been 
estimated. There are cases in non-profit hospitals where patients 
in private rooms, or those requiring X-ray service, pay fees which 
cover by a wide margin the most liberal estimates of their total 
costs. If it were understood that interest and depreciation were 
calculated in the establishment of such fees, patients might be 
made better satisfied with the rates they pay.
In conclusion, it may be stated that fixed charges, represented 
by depreciation and interest allowances, are economic costs of 
hospital service, even though they are often met by communities 
through taxation or voluntary contributions rather than from the 
fees charged to patients. Individual hospitals which are freed 
from the burden of recovering fixed charges from patients’ fees or 
other current income are not thereby freed from responsibility for 
wise utilization of plant and equipment.
A careful estimate and report of the fixed charges annually 
involved in a hospital’s services would provide the basis for com­
paring total costs of hospitalization in different institutions and 
would prevent confusion where some hospitals, because of no 
indebtedness, are not compelled to recognize such items. The 
general public, which in some way or another must pay both fixed 
charges and operating costs, would have a better understanding of 
hospital problems if the two classes of expenditures were clearly 
presented. Hospital superintendents would find data concerning 
fixed charges of great value when faced with the need of increasing 
the income from patients’ fees. An accounting for fixed charges 
does not necessarily imply that they should be met proportion­
ately by the patients cared for in a hospital. It does, however, 
make possible the apportionment of fixed charges. As a result, 
they may be borne by that part of the public most suitable to 
carry them, and not inadvertently laid upon persons or groups 
that should not be required to bear them.
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By Paul K. Webster
INTRODUCTORY
During recent years it has become a matter of considerable 
civic pride for an American city or metropolitan district to have 
its grand opera association, its symphony orchestra, its annual 
artists’ series, or some other community musical enterprise. 
These organizations are ordinarily sponsored by music lovers in 
the community and are sometimes supported to a certain extent 
by the municipal government. It seems that cities, particularly 
the larger ones, are glad to have it generally known that their 
population is not only adequately large but also adequately 
cultural to support an organization or several organizations 
created primarily for artistic purposes.
The majority of the financial support of these organizations, 
however, comes from the guarantors, the members, or from 
persons who make special contributions to defray the customary 
losses from operations or even to pay for building opera houses, 
amphitheatres, etc.
The guarantors are usually business executives, well-to-do 
professional men, or wealthy women who are interested (either 
artistically or socially) in musical productions. The contribu­
tions to be requested from the guarantors are usually determined 
annually on the basis of the operating loss for the year.
One of the prime requisites of a musical organization is a large 
variety of memberships. The author of the association’s con­
stitution should ever keep in mind the motto “A membership 
for every pocketbook.” It is quite possible that a contribu­
tion of $500 will purchase a life membership or a charter mem­
bership, whereas a donation of $100 merits only a founder mem­
bership, and $50 will secure a place on the list of permanent 
patrons.
The business affairs of the association are handled by a manager 
who is responsible to an executive committee or board of directors, 
which is elected by the members or guarantors. The manager, of 
course, will require a staff of assistants, varying in number with 
the size of the organization and the extent of its activities. Not 
the least important of the assistants is the distributor of the 
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season tickets. This position requires an infinite amount of 
patience and even more diplomacy, as it obviously is not always 
a simple matter to decide whether the choice seats in the fifth row 
on the center aisle shall be assigned to a new life member who is 
considering his $500 contribution as a monumental stroke of 
generosity or to a permanent patron who has held the same seats 
for five years past. (Of course a mere non-member who desires 
to purchase tickets will always be happy to take whatever may be 
offered to him.)
In an organization of this character there is a considerable 
necessity for efficient accounting and auditing methods. These 
associations are not profitable at best and even with adequate 
accounting control they are likely to be extremely unprofitable. 
The guarantors desire and are entitled to have complete informa­
tion regarding the financial condition and operations of the asso­
ciation, for while they may enjoy paying the deficits of a worthy 
organization, they will undoubtedly prefer that the deficits be 
as small as possible.
Unfortunately it is extremely difficult to find a manager who is 
both an able business executive and a genius at publicity, and it 
seems that the latter is often considered the more important. 
Obviously, however, there is little use in having an expert at safe­
guarding and accounting for revenues if there are no revenues to 
safeguard, and there may be no revenues if there is no publicity. 
Regardless of that, however, a complete audit is an excellent 
protection to the guarantors in that it reminds the manager that 
his expenditures will be subject to complete analysis and review.
An annual budget to be prepared at the beginning of the season 
is also a valuable assistance in maintaining an equilibrium be­
tween income and expenses, as it indicates how many expenses 
may be incurred with a reasonable expectancy that they will be 
covered by the income. A weekly statement of budget appro­
priations and expenditures will serve as an excellent indication 
to the manager and the executive committee of how much more 
may be spent without causing an undue excess of expenses over 
expected income.
GENERAL ACCOUNTING SYSTEM
The accounting system of a musical association (except the 
system of accounting for admissions) in most respects need not 
vary radically from that of an ordinary business enterprise.
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The majority of associations will obtain practically all of their 
revenue from a limited number of performances which will be 
presented within a period of a few weeks (or days) near the end of 
the fiscal year or ‘‘ season ’’. During the remainder of the year the 
accounting activity will be comparatively light. For this reason 
it is desirable to have the cheque register (and perhaps the cash­
receipts record) in such form as to allow for expansion merely by 
the insertion of columnar half-sheets for additional expense 
distribution during the active period.
The cash records and a journal should be the only necessary 
books of original entry except during the period of ticket sales 
when certain ticket registers will be required. There will ordi­
narily be no necessity for an invoice record or voucher register, 
as all bills should be paid currently and invoices may be attached 
to a copy of the cheque and filed by cheque number. (If this is 
done, the numbers of the cheques drawn in favor of each creditor 
should be listed in an alphabetical index.)
The accounts payable at the end of the season may be recorded 
by journal entry. There appears to be no reason to record all 
accounts payable at the end of each month, as in any event the 
expenses (for statement purposes) will probably be considered as 
deferred charges (and any revenues as deferred credits) until the 
end of the season. Of course if the bills are not paid currently it 
will be advisable to maintain a voucher register in order to keep 
the expense accounts up to date and to reflect on the books the 
true financial condition of the association.
The general ledger of the association need have no unusual 
features unless it is desired to segregate the direct production 
expenses by performances. This can readily be accomplished, if 
the performances are not too numerous, by the use of analysis 
ledger sheets providing a separate column for each performance. 
If the “season” is relatively long the segregation may be made 
by weeks or on some other reasonable basis.
The net worth of the ordinary musical association will consist 
of membership fees and special contributions for capital expendi­
tures, plus surplus or minus deficit. If the association regularly 
operates at a deficit and if this deficit is assessed against the 
guarantors, there appears to be no necessity of creating a separate 
account for the contributions of the guarantors. A simpler and 
probably more adequate solution is merely to credit the deficit 
account with the amount assessed against the guarantors. Spe­
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cial contributions, however, for purposes other than paying 
operating deficits would preferably be recorded in a separate 
account for capital contributions.
The following forms of financial statements are designed for a 
musical association engaged in the presentation of grand opera. 
Associations of other types would ordinarily require a less ex­
tensive expense classification, but otherwise would use sub­






Guarantors. . . xxx 
Programme ad­
vertising ... xxx 
Ticket accounts xxx 
Miscellaneous. xxx xxx
The Civic Opera Association 
Balance-sheet, October 31, 1930
Liabilities
Librettos....................... xxx












Unexpired insurance. . xxx
Prepaid taxes, etc........ xxx










Special contributions .. . xxx
Total............................. xxx
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Exhibit B
The Civic Opera Association










Advertising and publicity.................................................................. xxx
Programme expenses........................................................................... xxx
Total.................................................................................................. xxx
Gross profit—schedule 1 ...................................................................... xxx
General expenses—schedule 2............................................................... xxx
Loss from operations............................................................................... xxx











Deficit, November 1, 1929..................................................................... xxx
Gross deficit............................................................................................. xxx
Deficit charged to guarantors.............................................................. xxx
Deficit, October 31, 1930....................................................................... xxx
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Exhibit B—Schedule 1
The Civic Opera Association
Statement of gross profit, by performances, for the year ended October 31, 1930
Rigo-
Aida letto
Sep. 6 Sep. 8
Revenues: Total 1930 1930 Etc. Etc.
Ticket sales:
Full price tickets............................... .... XXX XXX XXX XXX XXX
Members’ season tickets.................. .... XXX XXX XXX XXX XXX
Non-members’ season tickets......... .... XXX XXX XXX XXX XXX
Student tickets, etc........................... .... XXX XXX XXX XXX XXX
— — — — —
Total ticket sales.......................... .... XXX XXX XXX XXX XXX
Radio rights........................................... .... XXX XXX XXX XXX XXX
Programme and libretto sales............. .... XXX XXX XXX XXX XXX
Programme advertising........................ .... XXX XXX XXX XXX XXX
— — — — —
Total revenues............................... .... XXX XXX XXX XXX XXX
Direct expenses:
— — — ■ — —
Production expenses:
Auditorium........................................ .... XXX XXX XXX XXX XXX
Artists................................................. .... XXX XXX XXX XXX XXX
Orchestra............................................ .... XXX XXX XXX XXX XXX
Chorus................................................ .... XXX XXX XXX XXX XXX
Stage direction.................................. .... XXX XXX XXX XXX XXX
Music (royalties, etc.)...................... .... XXX XXX XXX XXX XXX
Costumes and cosmetics.................. .... XXX XXX XXX XXX XXX
Ballet................................................... .... XXX XXX XXX XXX XXX
Electrical............................................ .... XXX XXX XXX XXX XXX
Properties........................................... .... XXX XXX XXX XXX XXX
Scenery ............................................... .... XXX XXX XXX XXX XXX
— — — —
Total production expenses.......... .... XXX XXX XXX XXX XXX
— — — — —
Ticket-selling expenses:
Salaries and commissions................ .... XXX XXX XXX XXX XXX
Insurance, supplies, etc.................... .... XXX XXX XXX XXX XXX
— — — — —
Total ticket expenses................... .... XXX XXX XXX XXX XXX
— — — — —
Advertising and publicity:
Newspaper and magazine................ .... XXX XXX XXX XXX XXX
Billboard............................................. .... XXX XXX XXX XXX XXX
Publicity............................................. .... XXX XXX XXX XXX XXX
— — — — —
Total advertising.......................... .... XXX XXX XXX XXX XXX
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Exhibit B—Schedule 2
Programme expenses—printing, art work,
etc................................................................ xxx xxx xxx xxx xxx
— — — — —
Total direct expenses........................... xxx xxx xxx xxx xxx
■ — — — ■
Gross profit (loss in red)..................................xxx xxx xxx xxx xxx
— —— —
The Civic Opera Association
Statement of general expenses for the year ended October 31, 1930
Executive salaries..............................................................................................
Office salaries.....................................................................................................





Depreciation of office equipment....................................................................
Miscellaneous.....................................................................................................
Total................................................................................................................
The production expenses shown in schedule 1 of exhibit B may, 




Conductors’ fees Scenery storage




The system of accounting for revenue from ticket sales is 
undoubtedly the most important item in the accounting system 
of a musical association. If the tickets and the cash received in 
exchange therefor are not kept under complete accounting control, 
the abstraction of cash by box-office employees becomes an ex­
tremely simple matter.
Two primary principles of an adequate ticket-accounting 
system for an organization of the type under discussion are as 
follows:
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1. Ticket revenues must be based on the total face value of 
tickets representing the entire capacity of the auditorium and 
evidences of all deductions from this total must be presented by 
the custodian of the tickets.
2. A “box count” should not be necessary in order to de­
termine the amount of income for which to account. (Such a 
count, however, may serve a valuable purpose in verifying the 
approximate accuracy of the revenue figures otherwise deter­
mined.)
The total capacity of the auditorium (which represents the 
maximum potential revenue) may be determined from the invoice 
of the ticket printer and verified by reference to auditorium 
seating charts and ticket price lists. The net revenue from 
admissions should be equivalent to the total capacity (expressed 
in dollars) less the following deductions :
1. Unsold tickets
2. Authorized passes
3. Discounts on season tickets
4. Discounts on “ticket orders” (for student tickets, etc. 
sold at reduced rates)
For the purpose of this discussion, the following figures will be 
assumed to represent the total capacity and the average distribu­
tion for each performance. It will be assumed that the season 
consists of ten performances and therefore that the total capacity 














$5.00................... 750 200 425 15 60 50
3.50....................... 825 400 200 20 50 155
2.00....................... 300 125 50 100 25
Balcony: 
$4.00................... 200 100 25 15 30 30
2.50....................... 525 200 75 150 100
1.50....................... 800 300 125 350 25
Total number............ . . . 3,400 1,325 900 650 140 385
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Total face value.............. $10,550 $4,000 $3,400 $1,305 $595 $1,250
Less discounts and non­
revenue tickets........  2,580 410 325 595 1,250
Average revenue per per­
formance................... $7,970 $4,000 $2,990 $ 980
When the tickets are received from the printer they should be 
delivered intact to the box office and the following entry should 
be made on the books:
(1)
Dr. Box-office ticket account..................... $105,500
Cr. Ticket suspense account............  $105,500
To charge box office with tickets rep­
resenting entire capacity of auditorium for 
the season.
Season-ticket sales
It will usually be found desirable to have all season-ticket sales 
handled through the general office, and it will consequently be 
necessary to requisition from the box office the tickets which are 
to be reserved for season sales. This may be accomplished by 
delivering to the box-office attendant a requisition slip showing 
the number, description and price of the tickets desired. A copy 
of this requisition will be retained by the box office as a record of 
tickets delivered to the general office, and the following journal 
entry will be made to record the transaction:
(2) 
Dr. General-office ticket account.................. $45,500
Cr. Box-office ticket account................ $45,500
To record face value of tickets delivered to
general office for season sales.
A special entry may be made for this transaction or it may be 
handled on the regular daily box office report discussed later.
It will be found desirable to reserve for season sales more tickets 
than are actually expected to be required, as it is obviously much 
easier to return the extra tickets to the box office than to attempt 
to assemble additional season tickets after the single sale has 
commenced.
All season tickets are usually sold at a discount from face value 
and members or guarantors are frequently granted special dis­
counts. In addition there will usually be tickets of various prices,
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all subject to different discounts. Deposits and part payments 
on season tickets will also find their way into the accounts.
In order to keep an accurate record of all the details concerning 
season-ticket sales, a season-ticket register containing the follow­
ing columns should be maintained:
1. Date
2. Name of purchaser
3. Amount of cash received




6. Total face value of tickets
7 to 12. Detail by prices of tickets
(a) Number of tickets
(b) Amount
If a special bank account is maintained for season-ticket sales, 
this register may be used as the cash-receipts book for that 
account. If, however, such receipts are deposited direct to the 
general bank account, daily totals may be transferred from the 
season-ticket register to the regular cash-receipts book to be in­
cluded in the daily deposits recorded therein.
It is essential that all tickets sold on a season basis be so indi­
cated by either a punched or stamped mark of identification. 
This is necessary in order to prevent cash refunds on tickets which 
have been sold at a discount, and to facilitate an accurate verifi­
cation of ticket revenue in case a “box count” is made. If two 
classes of season tickets are issued (members’ and non-members ’) 
at different prices, they may be differentiated by stamping or 
punching members’ tickets “M” and non-members’ tickets “S”.
If advance orders for season tickets are frequently received 
without any accompanying remittances, it will be found desirable 
to use a memorandum order book rather than to enter all orders in 
the season-ticket register as charges to accounts receivable. If 
the order book is used, a subsequent cancellation of an order will 
not necessitate any formal entry in the accounting records but will 
merely require a notation in the order book that the order has 
been cancelled.
Postings from the season-ticket register will be made at the 
close of each month. Based on the assumption that tickets of 
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the face value of $14,000 are sold to members at a discount of 
15% and that tickets amounting to $20,000 are sold to non­
members at a 10% discount, the total of the entries for the season





Cr. General-office ticket account.........  $34,000
To record season-ticket sales aggregating 
$29,900 (net) of which $750 is yet to be col­
lected.
The balance in the general-office ticket account, after entering 
all charges for tickets received from the box office and all credits 
for season-ticket sales, should be equivalent to the total face 
value of the unsold tickets on hand in the general office.
When it has been determined that certain tickets will not be 
used for season sales, these tickets should be returned to the box 
office so that they may be available for single sales. A receipt 
for the tickets returned should be signed by the box-office man and 
an entry should be made charging the box office and crediting the 
general office for the face value of the tickets. The total of these 
entries for the season, based on the foregoing illustrations, will be
as follows:
(4)
Dr. Box-office ticket account......................... $11,500
Cr. General-office ticket account.........  $11,500
To charge box office for tickets returned by 
general office.
Box-office ticket sales and daily reports
The tickets issued by the box office will be divided into the 
following classes:
1. Regular single sales (at full price)
2. Ticket order sales (reduced rate single sales)
3. Passes
The issuance of passes and reduced rate tickets will be con­
sidered subsequently. Tickets of these types will ordinarily be 
used only to a limited extent, but their treatment involves certain 
problems which are worthy of special comment.
All regular single sales, whether window sales or mail orders, 
should be handled by the box office. Cash received from ticket 
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sales should be deposited daily in a special box-office bank account 
which is subject to cheque by the general office only. The box­
office man should obtain a duplicate deposit slip covering each 
deposit and these slips will be delivered to the general office daily 
together with the daily box office report and its supporting docu­
ments.
The daily reports to be made by the box office constitute the 
source of credit to the box-office ticket account. These reports 
show the amount of cash deposited, the amount of ticket orders 
filled (face value), the face value of tickets delivered to the general 
office for season sales, and miscellaneous credits (or charges) to 
the box-office account. The ticket order slips should also be at­
tached to the daily report so that they may be promptly sorted 
and collected by the general office.
The daily reports will be entered in a box-office register which 
will be totaled at the end of each month (or week) and posted to 
the general ledger. In the present case, the total of these entries 
for the season will be as follows:
(5) 
Dr. Cash (box-office account)........................ $40,000
Ticket orders (accounts receivable).... 9,800
Discount on ticket orders........................ 3,250
Cr. Box-office ticket account................ $53,050
Ticket orders
For the purposes of this discussion, ticket orders will be con­
sidered to represent all documents which indicate that cash for 
single ticket sales has been collected by someone outside the box 
office and that the bearer has been allowed a discount from face 
value or that an agency is to be paid a commission out of the face 
value of the tickets. In certain cases an agency may issue an 
order for tickets on which the purchaser has paid the commission 
in addition to the total face value, but this type of order presents 
no unusual problems as it may be merely collected by the 
box office man at face value and included in his regular cash 
deposit.
For the purpose of determining the net revenue from admis­
sions, there appears to be no serious objection to considering all 
tickets sold through agencies as full price tickets and treating any 
commissions paid as expenses rather than deductions from 
revenue.
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A slightly different situation exists, however, when tickets are 
sold to certain groups (such as students, municipal employees, 
teachers, employees of department stores, public-utility com­
panies, etc.) at a discount from face value. In these cases the 
tickets sold must be identified (perhaps by a stamped “T. O.”) 
in order to prevent cash refunds at full price, and it also seems 
desirable to deduct the discounts allowed in computing the net 
revenue from admissions.
This class of ticket orders will usually be handled as follows:
1. Before the ticket sale commences, the stores, schools, munici­
pal departments, etc., whose employees or students are entitled 
to discounts will be furnished with a supply of ticket order blanks. 
These blanks will provide spaces to show the name of the pur­
chaser; date and description of performance; number, price and 
total face value of tickets and amount of cash collected.
2. The student or employee desiring to purchase tickets will 
pay the custodian of the order blanks the discounted price of the 
tickets ordered and will take the order slip (completed and ap­
proved by the custodian) to the box office to be exchanged for 
tickets.
3. The box office will accept the ticket order (collecting no cash) 
and issue to the bearer the designated tickets. The tickets will 
be stamped “T. O.” or otherwise marked before they are released 
by the box office.
4. The ticket orders will be delivered to the general office 
together with the daily box-office reports, and will be credited 
(through the box-office register) to the box-office account at face 
value—the corresponding charges being made to ticket-order 
accounts receivable and discount on ticket orders.
5. The orders will be sorted and tabulated by performances, 
in order to determine the amount of discount applicable to each 
performance, and will then be sorted by issuing agencies in order 
to facilitate collections.
6. Collections from the issuing agencies will be made weekly, 
monthly or at the end of the season, depending upon the length of 
the season, the volume of sales, etc.
For the purpose of the illustrations contained herein, it has been 
assumed that all tickets purchased on ticket orders are subject to  
a discount of $.50 on each ticket regardless of price.
The total of the entries representing collections on ticket 
orders will be as follows:
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(6) 
Dr. Cash................................................................. $9,800
Cr. Ticket orders (accounts receivable).. $9,800
To record collection of ticket-order accounts 
in full.
Passes
There are in use a number of different systems of issuing com­
plimentary tickets. The majority of these systems lend them­
selves rather easily to irregularities and make it comparatively 
simple to overstate the number of passes issued and understate 
the number of tickets sold, thus permitting the abstraction of 
cash. The extent to which such irregularities may be perpetrated 
will of course vary with the volume of tickets issued and the 
adequacy of the check on the box office.
One pass system frequently used, and with a moderate degree 
of satisfaction, operates as follows:
1. The holder of the pass presents his pass slip to the box office.
2. The box-office attendant selects the proper number of 
tickets from the rack, tears off and retains the “stubs,” and 
presents the “seat checks” and the pass slip to the patron. The 
ticket stubs are then returned to the rack to be counted as 
“deadwood. ”
3. The doorman takes the pass slip and deposits it in the 
“box” as the patron enters the theatre.
This system is not recommended as it permits irregularities by 
the simple expedient of collusion between the box-office attendant 
and the doorman. The latter might easily neglect to deposit in 
the box the ticket stubs of a few tickets which were sold for cash, 
subsequently handing these stubs to the box-office attendant and 
thus allowing an overstatement of passes and permitting the 
box-office attendant to abstract the corresponding amount of 
cash. If the ‘‘ box count ’ ’ was found to show a smaller number of 
passes than that indicated by the torn ticket stubs in the box 
office, the standing explanation would be that some passholders 
failed to use their tickets, which of course would frequently occur 
regardless of box-office irregularities.
A pass system which seems somewhat preferable to the one 
outlined operates on the following basis:
1. The pass blanks used are the approximate size and shape of 
regular tickets, but have a blank seat check providing spaces for 
the date, the row or box number, and the seat numbers. The 
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body or stub of the pass provides space for the date of the per­
formance, the number of tickets, the name of the person to whom 
the pass is issued, and the signature of an authorized officer.
2. The recipient of the pass presents his slip (with the stub 
filled out and the seat check blank) to the box office.
3. The box-office attendant selects the tickets from the rack, 
notes the date and location on the seat check of the pass, and 
returns the pass to the patron. The box-office attendant then 
punches or otherwise marks the tickets and returns them to a 
separate section of the rack.
4. The doorman treats the pass as a regular ticket, depositing 
the stub in the box, and returning the seat check to the patron.
The number of passes issued may be determined by counting 
the punched tickets in the box office, and the number actually 
used may be determined from the pass stubs in the box. Under 
this system a possible complication may arise if the box-office man 
neglects to punch or otherwise segregate the tickets which he has 
assigned as passes. This makes no difference in the revenue, 
however, as an unsold ticket and a punched ticket will both be 
deducted from the capacity as “deadwood.”
Determination of revenue by performances
When a season consists of only a few performances and each 
performance is of vital importance to everyone who is interested in 
the financial results of the season, it becomes extremely desirable 
to obtain an accurate figure for the net revenue from admissions 
for each performance as promptly as possible.
Obviously, if no season tickets have been sold and no tickets 
have been issued at reduced prices, it is necessary only to deduct 
the face value of the unsold tickets on hand (including tickets for
Number of tickets
Capacity On hand Sold Price Amount
Orchestra:
750 110 640 $5.00 $3,200.00
825 205 620 3.50 2,170.00
300 25 275 2.00 550.00
Balcony:
200 60 140 4.00 560.00
525 100 425 2.50 1,062.5ft
Total
800 25 775 1.50 1,162.50
$8,705.00
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which passes have been issued) from the total capacity in order 
to determine the net revenue. This computation will usually 
be made on a form somewhat as on page 452.
If the number of passes issued is of special interest, the “on 
hand” column may be divided to show passes and unsold tickets, 
or the number of passes (as indicated by punched tickets in the 
box office) may be shown as a memorandum figure at the bottom 
of the statement.
When season tickets and ticket orders are used, the problem of 
determining the net admissions by performances becomes slightly 
more difficult. If the season is short, it may be found desirable to 
prepare a report in columnar form using one column for each 
performance and completing each column individually as soon as 
the information becomes available. A form for such a report, 
showing the total for the season and the details of the first two 
performances, is presented in the following:





Sep. 6, 1930 
$10,550.00
Rigoletto 
Sep. 8, 1930 
$10,550.00
Deduct:
Discounts on season tickets:
Members................................... .. $ 2,100.00 $ 210.00 $ 210.00
Non-members.......................... 2,000.00 200.00 200.00
Discounts on ticket orders......... 3,250.00 325.00 162.50
Passes (face value)...................... 5,950.00 595.00 450.00
Unsold tickets.............................. 12,500.00 2,500.00
Total..................................... . . $ 25,800.00 $ 1,330.00 $ 3,522.50
Net admissions................................ .. $ 79,700.00 $ 9,220.00 $ 7,027.50
Represented by:
Full-price ticket sales................. .. $ 40,000.00 $ 5,250.00 $ 3,545.00
Season-ticket sales:
Members................................... 11,900.00 1,190.00 1,190.00
Non-members.......................... 18,000.00 1,800.00 1,800.00
Ticket orders............................... 9,800.00 980.00 492.50
Total......................................... .. $ 79,700.00 $ 9,220.00 $ 7,027.50
The season-ticket discounts (as well as the season-ticket 
revenues) will be evenly distributed over all performances. The 
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discounts on ticket orders applicable to each performance will be 
determined by reference to the summary prepared from the ticket 
orders received with the daily box-office reports. The ticket 
orders received on the night of the performance must obviously be 
added to the previous total in order to obtain an accurate figure.
The face value of the passes and the unsold tickets will be 
determined by counting the tickets remaining in the box office at 
the close of the window sales for each performance.
The entries to the revenue accounts to record the income from 
admissions will be made on the basis of the foregoing report and 
may be made daily, weekly or at the end of the season. The 
entries to be made at the end of the season in the case of the above 
illustration would be as follows:
(7)
Dr. Ticket suspense account................................. $87,050.00
Cr. Full-price ticket sales.............................. $40,000.00
Members’ season-ticket sales (net).... 11,900.00
Non-members’ season-ticket sales (net) 18,000.00
Season-ticket discounts........................... 4,100.00
Ticket-order sales (net).......................... 9,800.00
Ticket-order discounts............................ 3,250.00
To record revenue from ticket sales.
(8)
Dr. Ticket suspense account................................... $18,450.00
Cr. Box-office ticket account:
Passes.................................................... $ 5,950.00
Unsold tickets...................................... 12,500.00
To credit box-office account with face value of 
passes and unsold tickets.
Verification of box-office accountability
At the close of the season it is necessary to determine whether 
the box office has properly accounted for the total face value of all 
tickets or not. If the season is reasonably long, it may also be 
desirable to make such verifications at various dates during the 
season.
For the purpose of the foregoing illustration it has been assumed 
that an ideal but rare situation existed, that is, that there was 
neither a shortage nor an overage in the box-office account. In 
the case of an actual box-office verification, however, it would not 
be considered a cause for severe disappointment if an overage or 
shortage of a few dollars was discovered. In fact, unless the box­
office attendants have had a considerable amount of experience
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in working under pressure, it is doubtful if the difference will be 
limited to a few dollars.
Assuming a situation approximately the same as that in the 
foregoing illustration, the box-office verification at the end of 
the season would appear somewhat as follows:
Charges to box office: 
Total capacity for entire season................... $105,500.00
Extra seats, standing room, etc......................... 500.00
Total.............................................................. $106,000.00
Credits to box office:
Tickets transferred to general
office for season sales.............. $45,500.00
Less tickets returned.................. 11,500.00
Cash deposited in box-office bank account. . .













Box-office overage.............................................................................. $ 27.75
The items contained in the above summary which have not 
been previously discussed are the charge for extra seats, etc., and 
the credit for wages paid.
The extra seats would be found only in the case of a sold-out 
house and would be recorded by a charge to the box-office account 
and a credit to the ticket suspense account (later to be cleared 
by a credit to income).
The practice of paying wages or other expenses from box-office 
receipts is to be discouraged, but it is sometimes found necessary 
to make such payments.
The credits to the box-office account for passes and unsold 
tickets will be determined from the box-office ticket counts made 
at the close of each performance. The tickets on hand will be 
scheduled according to prices and a total "deadwood” figure will 
be determined for each performance. The aggregate of these 
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deadwood figures will then be used in the box-office verification 
at the end of the season.
In cases where the season is relatively long and the box office 
makes daily reports similar to that shown on page 452, the box­
office verifications made during the season will appear somewhat 
as follows:
Credits to box-office account:
Cash deposited in box-office bank account................................. $42,000.00
Cash, vouchers, etc., on hand....................................................... 750.00
Total.......................................................................................... $42,750.00
Ticket sales reported on box-office statements.......................... 41,600.00
Excess of credits over reported sales................................................ $ 1,150.00
Advance sales:
Total capacity for performances on sale.............  $22,000.00
Tickets on hand, per count................................... 20,875.00
Net advance sales........................................... 1,125.00
Box-office overage....................................................... $ 25.00
Preparation of detailed ticket reports
The desirability of preparing detailed ticket reports obviously 
is dependent upon the interest in such reports indicated by those 
financially interested in the organization. These reports, how­
ever, if properly used, will be valuable in indicating the popularity 
of the various prices of seats and the appeal of the different per­
formances and the individual artists.
The following illustration indicates the detailed information 
which, if desired, may be obtained from the ticket accounting 
system outlined in the foregoing pages:
The Civic Opera Association
Statement of admissions for performance of “Rigoletto” September 8, 1930 
Summary of revenue from admissions
Full-price Season tickets Ticket
Total tickets Members Non-members orders
Orchestra:
$5.00............... $2,678.75 $ 775.00 $ 913.75 $ 945.00 $ 45.00
3.50............... .... 1,650.50 997.50 119.00 504.00 30.00
2.00............... 463.00 300.00 34.00 54.00 75.00
Total........... . $4,792.25 $2,072.50 $1,066.75 $1,503.00 $150.00
456
Accounting for Community Musical Organizations
Balcony:
$4.00....................... $ 463.50 $ 360.00 $ 68.00 $ 18.00 $ 17.50
2.50....................... 753.75 437.50 42.50 123.75 150.00
1.50....................... 1,018.00 675.00 12.75 155.25 175.00
Total................... $2,235.25 $1,472.50 $ 123.25 $ 297.00 $342.50
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Total. . 1,525 100% 310 20% 1,215 80% 20 1% 1,195 79% 715 47% 50 3% 175 12% 255 17%
Total. . 3,400 100% 770 22% 2,630 78% 100 3% 2,530 75% 1,305 38% 325 10% 575 17% 325 10%
These statements may be prepared for each performance and 
summaries of the season’s results may be prepared in various 
forms.
AUDITING PROCEDURE
The unusual points of audit procedure which will be required 
in an audit of revenue from ticket sales are briefly outlined in the 
following:
1. Make an independent verification of the total capacity by 
reference to ticket printer’s invoices, price lists, seating charts, 
etc.
2. Determine that the entire capacity (at listed prices) has been 
charged to the box office or to another custodian of tickets.
3. Verify all credits to the box-office account.
(a) Verify bank deposits.
(b) Examine ticket orders or trace collection of them.
(c) Ascertain that passes are properly authorized.
(d) Count unsold tickets.
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4. Verify discounts on season tickets and ticket orders.
5. Trace collections for season tickets.
6. Make tests of “box counts” as verification of revenue other­
wise determined and as indication of irregularities which might 
otherwise pass unnoticed.
It will be noted that the “summary of occupancy” indicates 
exactly how many tickets of each class and each price should be 
included in the box count. Any major variations from these 
figures should be investigated. It is to be expected, however, 
that the “box” will contain a somewhat smaller number of ticket 
stubs than the number of admissions indicated on the detailed 
statements. If the difference is not too large, it may usually be 
attributed to the failure of some persons to use the tickets pur­
chased.
It will frequently be found desirable for the auditor to be present 
at the box office immediately following the close of the sale for 
each performance. He may then (assisted by the box-office em­
ployees) make an immediate count of the “deadwood” and de­
termine the net revenue from admissions, as previously outlined.
In making an audit or installing an accounting system for an 
organization whose revenue is obtained largely from the sale of 
tickets, care must be taken to avoid any measures which delay 
the operations of the box office. It should be remembered that 
tickets in the rack in a box office are slightly different from canned 
pineapple on the shelves in a grocery store. The pineapple may 
be sold tomorrow if it is not sold today, but the tickets have no 




H. P. Baumann, Editor
New York C. P. A. Examination
The editor of this department has received many requests to prepare a 
solution to the following problem which was set by the University of the State 
of New York at the 70th accountant examination on November 10, 1930, as 
problem number one in part one—practical accounting.
The correspondents emphasized particularly their difficulty in accounting 
for the reciprocal balances shown on the books of the main office ($903,019), 
and the factory office ($1,287,519).





Reserve for depreciation of building.................... 20,500
Balance............................................................. $384,500
is the amount of the difference. He, however, was unable to use this informa­
tion which he so carefully ferreted out.
Another guessed that the difference arose because liabilities were not taken 
up on the books of the home office. And yet another guessed that purchases 
were overstated by the factory, and that the $384,500 should be credited to 
earnings.
This difference of $384,500 can not be accounted for from the information 
given, and is accordingly set out in the balance-sheet between the current 
liabilities and the net worth sections. Many different assumptions may be 
made, but can any of them be sustained?
Problem:
From the following trial balance of the Wright Company, manufacturers of 
a patented rubber flooring, as of November 30, 1929, plus the given supplemen­
tary information, prepare the following:
(a) Balance-sheet.
(b) Profit-and-loss statement.
(c) Statement of cost of manufacture.
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Office furniture and fixtures..............................
Patent rights.......................................................
Rent of warehouse..............................................
Reserve for depreciation of buildings..............
Reserve for uncollectible accounts...................










































Freight on raw materials...................................
Goods in process.................................................








Reserve for depreciation of machinery............

















Inventories, November 30, 1928:
Raw material....................................................................................... $ 36,950
Inventories, November 30, 1929:
Raw material....................................................................................... 46,500
Finished goods..................................................................................... 50,400









Furniture and fixtures........................................................................ $
Patent rights expire October 31, 1935. They were purchased as of 
December 1, 1928, at the price booked.
Advertising in the amount of................................................................
applies to next year.
Common capital stock authorized........................................................
Accrued taxes on factory and buildings..............................................
The bond investments were purchased as of October 31, 1927, the 
purchase price being $206,788.86, ex interest. On April 30, 1929, 
one half of the bonds were sold for $104,886.52. The bonds are 
semi-annual and the price paid is such as to net the investor 5% 
per annum; the nominal rate is 5 1 /2% per annum.












The subsidiary consignment ledger balances are:
Debit
H. Byrne & Co., inventory account................................. $28,230
H. Byrne & Co., finance account.....................................
L. Day & Co., inventory account.................................... 790
L. Day & Co., finance account......................................... 4,680
M. Mason & Co., inventory account..............................
The inventories of goods out on consignment, at cost, in the hands 
of the above consignees, from submitted and certified reports, are: 
H. Byrne & Co................................................................................
L. Day & Co.........................................................................................
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(5)
Depreciation—factory building................................ $4,500.00
Reserve for depreciation of building................... $4,500.00




Reserve for depreciation—machinery.................. 8,254.50




Reserve for depreciation—delivery equipment.. 925.00
To provide depreciation for 1929 at 10% of 
cost of same ($9,250.00).
(8) 
Depreciation—furniture and fixtures...................... 200.00
Reserve for depreciation—furniture and fixtures 200.00
To provide depreciation for 1929.
(9) 
Amortization of patent rights................................... 4,337.35
Reserve for amortization of patent rights.......... 4,337.35
To provide for amortization of patents bought 
December 1, 1928, which expire October 31, 1935. 
Cost of patent rights. . . .....................  $30,000.00
Life of patent rights.......................... 6-11 /12 years
Chargeable to 1929:




To set aside deferred advertising.
(11) 
Capital stock, common.............................................. 100,000.00
Capital stock, common, unissued............................. 150,000.00
Capital stock, common, authorized..................... 250,000.00




To record the accrued taxes on factory and
buildings.
At this point the candidate should prepare an analysis of the bond account. 
While the par of the bonds still on hand is not given, the problem states that the 
bonds have a nominal rate of 5 1/2 % and an effective rate of 5%. Obviously, 
the premium on the bonds is carried in the bond-investment account. Further- 
more, as the coupon rate is 5 1/2% and the investment income is shown as
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$5,500, it may be assumed that the par of the bonds still on hand is $100,000. 
As one-half of the original purchase of bonds was sold on April 30, 1929, the par 
of the bonds purchased was undoubtedly $200,000. With this as a starting 
point, the schedule as shown on page 464 may be prepared.
From the analysis, it will be seen that the balance in the bond-investment 
account, after considering (1) the sale of one-half of the bonds on April 30, 
1929, (2) the amortization of bond discount, and (3) the loss on the bonds 




















Loss on sale of bonds.................................................
Bond investment.........................................................
Investment income.................................................
To record the interest accrued on the bonds 













The bond investment account as adjusted will now show:
Balance, per books...................................................... $101,902.34
Add: Interest on bonds sold (entry No. 14)........ 2,750.00
 Total....................................................................... $104,652.34
Deduct:
Bond premium amortized (entry No. 13)........... $ 1,224.04
Loss on bonds sold (entry No. 14)...................... 750.00 1,974.04
Balance, per schedule......................................... $102,678.30
The investment income is shown in the trial balance as $5,500, which 51/2% 
(the coupon rate) on $100,000 par of bonds. It will be necessary therefore to 
adjust this account to give effect to (1) the accrued interest at December 1, 
1928, (2) the accrued interest at November 30, 1929, (3) the bond premium
463


































































































































































































































































































































































































































































































































































































































































amortized, and (4) the interest earned on the bonds sold during the year. The
last two adjustments were made in entries numbered 13 and 14.
(15)
Investment income..................................................... $ 916.67
Surplus...................................................................... $ 916.67
To record the accrued interest on bonds at
December 1, 1928, collected during the current
year.
(16)
Accrued interest receivable....................................... 458.33
Investment income.................................................
To record the accrued interest on bonds at
November 30, 1929.
The investment-income account as adjusted will now show: 
Balance, per books...................................................... $
Add: Coupons collected on bonds sold
(entry No. 14).................................................  $ 2,750.00
Accrued interest—November 30, 1929 






Bond premium amortized (entry No. 13)...... $ 497.38
Accrued interest—December 1, 1928
(entry No. 15)..................................................... 916.67 1,414.05
Balance, per schedule................................................. $ 7,294.28
Inventory on consignment 
H. Byrne & Co..........
L. Day & Co..................
M. Mason & Co............
(17) 





Accounts receivable—M. Mason & Co.................... $ 7,040.00
Accounts receivable................................................




Adjustment of consignment 
accounts................................................................................... 7,150.00
To adjust the consignment accounts.
It is not known from the information given in the problem just why the in­
ventory accounts in the subsidiary consignment ledger do not agree with the 
“ inventories of goods out on consignment, at cost,” as certified. Whether the 
charges to these inventory accounts were at cost is not known, nor can the
465
















































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































off-setting credit for such charges be ascertained. Accordingly, the “certified” 
inventories at cost are taken up, and the balances in the subsidiary accounts, 
including the credit balance of M. Mason & Co., are closed out to an “adjust­
ment of consignment accounts.” The finance accounts are presumed to be 
correct and are recorded as advances to and from consignees.
(18) 
Advances to consignees.......................................... $4,680.00
Accounts receivable............................................




To record the advance from H. Byrne & Co.
(20) 
Bad debts................................................................. 245.25
Reserve for uncollectible accounts..................
To provide for uncollectible open-trade 
accounts.
5% of $164,905.00............................. $8,245.25
Balance per books.............................. 8,000.00












Statement of surplus account 
for the period from December 1, 1928, to November 30, 1929
Balance, December 1, 1928....................................... $ 38,986.34
Add:
Accrued interest on bonds, December 1, 1928 .. $ 916.67
Less—bond premium for prior years................... 726.66 190.01
Adjusted surplus, December 1, 1928....................... $ 39,176.35
Add:
Net profit for the year ended November 30, 1929 
(before provision for federal income taxes)... $244,724.18
Adjustment of consignment accounts.................. 7,150.00 251,874.18
Total..................................................................... $291,050.53
Deduct: 
Dividends, preferred stock................................ $ 18,000.00
Loss on sale of bonds.............................................. 750.00 18,750.00
Balance, November 30, 1929.................................... $272,300.53
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Exhibit C
The Wright Company
Statement of profit and loss
for the period from December 1, 1928, to November 30, 1929
Sales...................................................................... $1,458,742.00
Cost of goods sold:
Finished goods inventory, December 1, 1928 
Cost of goods manufactured (exhibit D). ..
Total.............................................................
Finished goods inventory, November 30, 
1929..........................................................
Gross profit on sales...........................................






Office furniture and fixtures . . 200.00
General expenses.............................................
Rent of warehouse..........................................







Total profit and income.....................................
Discount on sales................................................



























Statement of cost of goods manufactured 
for the period from December 1, 1928, to November 30, 1929
Goods in process—December 1, 1928................ $ 23,450.00
Raw materials:
Inventory, December 1, 1928 (included in
purchases):
Purchases.......................................................
Freight on raw materials.............................
Total...........................................................
Inventory, November 30, 1929..................
Productive labor...................................................
Manufacturing expenses:





Shop supplies and expense..............................
Depreciation:
Factory building....................... $4,500.00
Machinery and equipment... . 8,254.50
Amortization of patent rights.........................
Total manufacturing cost....................................
Deduct—goods in process, November 30, 1929.









































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































. 244,724.18 244,724.18 $3,299,561.34 $3,299,561.34 $1,733,560.14 $1,733,560.14 $1,154,551.85 $1,154,551.85 $1,516,436.28 $1,516,436.28 $1,365,786.63 $1,365,786.63
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Accounting Questions
[The questions and answers which appear in this section of The Journal of 
Accountancy have been received from the bureau of information conducted 
by the American Institute of Accountants. The questions have been asked 
and answered by practising accountants and are published here for general in­
formation. The executive committee of the American Institute of Account­
ants, in authorizing the publication of this matter, distinctly disclaims any 
responsibility for the views expressed. The answers given by those who reply 
are purely personal opinions. They are not in any sense an expression of the 
Institute nor of any committee of the Institute, but they are of value because 
they indicate the opinions held by competent members of the profession. The 
fact that many differences of opinion are expressed indicates the personal nature 
of the answers. The questions and answers selected for publication are those 
believed to be of general interest.—Editor.]
MANUFACTURING COMPANIES AND SALES SUBSIDIARIES
Question: A corporation, engaged in manufacturing a commodity, owns the 
entire capital stock of a subsidiary whose functions are confined to selling the 
manufactured product. The manufacturing corporation has shown substan­
tial earnings each year but such earnings have fluctuated considerably, due 
principally to changes in the value of raw materials. It is the desire of the 
management to insure a fair profit to the sales corporation so that the true 
manufacturing profit will be reflected in the accounts of the producing corpora­
tion and the selling profit in the accounts of the sales corporation. During the 
past three years an attempt has been made to fix the price to the sales corpora­
tion at the beginning of each year with the above end in view, but in the three 
past years the sales corporation has shown a substantial profit in one year, a 
substantial loss in another, and has about broken even in the third. It would 
appear that the most logical way of bringing about the desired result would be 
for the manufacturing corporation to sell its product to the sales corporation 
on a cost-plus basis, the percentage to be fixed by past experience.
Will you please ascertain, if possible, whether or not such a method has been 
generally adopted by organizations similarly situated and also what other 
methods have been found practical in actual use?
Answer: The writers have knowledge of several plans carried out success­
fully where similar relationships exist and where in each instance the parent 
and/or manufacturing company were desirous of supplying their products to 
the selling companies at sufficiently attractive prices so as to permit the latter 
to earn a fair margin of profit after deducting all expenses without at the same 
time unduly burdening their own operations.
Plan 1
The manufacturing company agrees over a specified period to supply its sales 
subsidiary with products on the basis of predetermined prices, subject to re­
vision quarterly or semi-annually, to net the manufacturer full cost of material, 
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labor, factory overhead, plus a small percentage, usually not over 10% nor less 
than 5%, on the total factory cost, to cover a fair portion of the manufacturer's 
supervision or administrative cost and a small margin of profit.
The manufacturer in determining prices to the selling company provides that 
such prices are subject to revision quarterly or semi-annually, depending on the 
trade practice followed by the industry with respect to price revisions. When 
the manufacturer calculates his material costs they should not vary much from 
current prices, and if the supply on hand is inadequate to meet the selling com­
pany’s needs he usually covers his requirements at definite prices to guard 
against a rising market in the raw materials involved.
If the manufacturing company carries diversified products, differentials are 
allowed between certain classes or types of product to stimulate sales in the 
most profitable direction.
Plan 2
The manufacturing company agrees for a specified period to supply the sales 
subsidiary with products on the basis of full factory cost and to divide the net 
profits of the latter in the proportions of 50% to the manufacturer and 50% to 
the seller. The manufacturer requires this 50% share in consideration of his 
supervision, financial assistance and other valuable service conducive to a 
successful sales programme.
Plan 3
Where the manufacturing company itself is also engaged in selling its prod­
ucts to the trade, in a territory not reached by the subsidiary, it agrees for a 
specified period to supply products to the latter at its own regular sales prices 
less its own regular percentage of selling expense and less half of its own usual 
margin of profit.
All three plans operate more or less satisfactorily, but the first two enu­
merated give the best results.
When these plans fail, the difficulty can usually be traced to the manufacturer 
for having endeavored in a period of violent price fluctuations in raw materials 
to penalize the selling company for mistakes of the manufacturer in purchasing 
its materials. The selling company should always be placed in a competitive 
position by being able to secure its needs on the bases of current or nearly cur­
rent market levels. The failure to observe this rule imposes an unfair hardship 
on the selling organization, and it involves the loss of prestige or goodwill of its 
customers. It is recognized in almost every industry that when raw-material 
prices decline the prices of the finished products in which they are used also de­
cline, and however competent a sales organization may be it can not combat the 
demands of the trade for lower prices. The manufacturer is compelled to face 
this inevitable procedure, and must be prepared to accept losses due to his own 
bad judgment in buying or due to other economic causes beyond his or the 
seller’s control.
Answer: While we have seen an attempt made to reach the desired result by 
a manufacturing corporation selling its product to a sales corporation on a cost- 
plus basis, the percentage being fixed by past experience, it has been found that 
this does not always work out satisfactorily for obvious reasons. An alterna­
tive method, however, which we have seen in operation satisfactorily is for the 
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manufacturing corporation to charge the selling corporation at a discount from 
the selling corporation’s normal average selling price, such discount being 
sufficient to cover the normal overhead of the selling corporation and to leave a 
normal profit. There are many considerations that enter into an arrangement 
of this kind and should it not be found possible for the manufacturing corpora­
tion to make a profit as well as the selling corporation under such an arrange­
ment, it is obvious that the manufacturing corporation’s costs are too high 
from inefficient management, lack of facilities, improper location, lack of capi­
tal or other reasons. It is, of course, presumed that the utmost good faith 
exists between the management of the manufacturing corporation and the 
management of the selling corporation and that the management of the selling 
corporation is efficient and able to obtain the best prices consistent with the 
market and other surrounding conditions.
AUDITORS’ CERTIFICATES
Question: I have before me the annual report of . . . company and con­
tained therein is the audit certificate, signed by a large and well known firm, 
which refers to the books of the subsidiary companies and says in part “As a 
result of our examinations we found the accounts to be well and accurately 
kept.”
The 1928 annual report of the . . . company contains the following certifi­
cate of another prominent firm:
“We have audited the accounts of the . . . company for the year ended 
December 31, 1928, and have been furnished with balance-sheets and income 
accounts of its subsidiary companies, whose accounts we have not audited, and 
certify that the accompanying condensed consolidated balance-sheet as at 
December 31, 1928, and condensed consolidated income account for the year 
ended that date are in accord therewith.”
“A” contends that both certificates are clear and unqualified while “B” 
maintains that they are both full of qualifications and, while the statements may 
be in accord with the books, not one word is said as to the correctness of the 
accounts.
Answer: The excerpt from the accountant’s certificate appears to be a clear 
statement of facts, not of itself expressing anything of the nature of a qualifica­
tion. Apparently the auditor found that the accounts of the subsidiary com­
panies were accurate, that he verified that fact and he says so. Nothing could 
be more unqualified.
With respect to the certificate said to be embraced in the annual report of 
the . . . company for 1928, note particularly the last two phrases of said cer­
tificate, “and certify that,” . . . “are in accord therewith.” The word 
“therewith” relates directly to unaudited statements and therefore the 
accountant in that certificate merely certifies that the statements he presents 
are in accord with other statements only. He does not say he has verified 
nor does he so certify the state of facts disclosed on the face of the accounts. 
Therefore, this certificate appended to consolidated statements of parent and 
subsidiary companies for that reason is on its face qualified. No argument is 
needed as to that. The auditor says he has not audited sub-company accounts 
—that is clear warning to the reader of the statement.
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The subject of qualification in an accountants’ certification is always a 
serious matter with him. It must necessarily be one of judgment, but it is not 
hard to discriminate and to see wherein the auditor has qualified his statement.
A balance-sheet with an auditors’ certificate upon it introduced by the words 
“ we have audited and we certify,” together with an expression of opinion as to 
the correctness, represents to others that he has made a verification, more or 
less complete. If there are items as to which the verifications are incomplete 
or unsatisfactory he is in duty bound to say so in a manner qualifying or limit­
ing his certificate.
Answer: In answering this question, it is our opinion that the terms used 
would mean that in form, penmanship, and mathematical accuracy, the books 
of account were “well and accurately kept.”
Nothing is said about whether or not it is a fact “that as a result of our 
examination the accompanying balance-sheet and profit-and-loss account, in 
our opinion, correctly state the financial position of the company at the date 
indicated, and the result of its operations for the stated period, subject to the 
balance-sheet and income statements of the subsidiary companies furnished to 
us but whose books and accounts we have not audited.”
In the second case, you say the report certifies—“ We have audited the ac­
counts of the . . . company for the year ended December 31, 1928, and have 
been furnished with balance-sheets and income accounts of its subsidiary com­
panies, whose accounts we have not audited, and certify that the accompanying 
condensed consolidated balance-sheet as at December 31, 1928, and condensed 
consolidated income account for the year ended that date are in accord there­
with.”
Our answer to this question is that the certificate appears to avoid a direct 
declaration such as stating “that as a result of our audit the statements sub­
mitted accurately state the financial position of the company,” with the qualifi­
cation "that we have not audited the books and accounts of the subsidiary 
companies, but have accepted the figures of these companies furnished to us and 
have consolidated them with the figures of the parent company which we have 
audited and found correct.”
The certificates above quoted by the questioner may not necessarily be “full 
of qualifications”; but we prefer certificates which are more positive and direct 
and contain the necessary qualifications as positive statements.
475
Current Literature
Compiled in the Library of the American Institute of Accountants
[Photostatic reproductions (white printing on a black background) of most 
of the articles listed in The Journal of Accountancy or Accountants' Index 
may be obtained from the library of the American Institute of Accountants, 
135 Cedar Street, New York, at a rate of 25 cents a page (8 1/2 in. x 11 in.), at 
35 cents a page (ll 1/2 in. x 14 in.), plus postage. Members and Associates 
of the American Institute of Accountants are entitled to a discount of 20 per 
cent. Identify the article by author, title, name of periodical in which it 
appeared, date of publication and paging. Payment must accompany all 
orders.]
ACCEPTANCES
Djorup, Christian. Acceptance Accounting and Auditing. Bulletin of the 
American Institute of Banking, January 1931, p. 52-62.
ACCOUNTANTS’ OFFICE
Bacas, Paul E. Some Aspects of the Training of Junior Accountants. Bulletin 
of the New York State Society of Certified Public Accountants, April 
1931, p. 35-8.
ACCOUNTANTS’ SOCIETIES
National Association of Cost Accountants
National Association of Cost Accountants. Constitution Adopted June 19, 
1930; By-laws Adopted by Board of Directors, April 2, 1931, Effective June 
15, 1931. New York, National Association of Cost Accountants, April 15, 
1931. (N. A. C. A. Bulletin, vol. 12, no. 16, section 4, p. 1372-86.)
ARBITRATION AND AWARD
American Arbitration Association. Code of Arbitration; Practice and Procedure 
of the American Arbitration Tribunal. New York, Commerce Clearing 
House, Incorporated. 1931. 284 p.
BANKS AND BANKING
Accounting
Smith, Donald B. Management—in a Country Bank; Some Formulas Based on 
the Accrual System, by Which the Banker May Know Where He Stands Every 
Day in Week. Burroughs Clearing House, April 1931, p. 10-11.
BANKS AND BANKING, BRANCHES AND GROUPS
Krick, E. V. Management and Accounting Control of Branch and Group Banks. 
Bulletin of the American Institute of Banking, January 1931, p. 25-39.
BANKS AND BANKING, TRUST DEPARTMENTS
Accounting
Bull, Irving S. Tested Principles and Practice in Trust Accounting; Description 
of Basic System Which Offers Simplicity, Control and Adequate Records. 
Trust Companies, April 1931, p. 503-6, 577.
BUSINESS ETHICS
Taeusch, Carl F. Policy and Ethics in Business. New York, McGraw-Hill 
Book Company, Incorporated. 1931. 624 p.
BUSINESS FORECASTING
Persons, Warren M. Forecasting Business Cycles. New York, John Wiley 





Hechler, Ernest A. Accounting for the Cleaning and Dyeing Industry. Path­
finder Service Bulletin, April 1931.
CONSOLIDATIONS
Accounting
Gessner, E. J. Consolidation Accounting. New York, National Association 
of Cost Accountants, April 15, 1931. (N. A. C. A. Bulletin, vol. 12, 
no. 16, section 1, p. 1281-1294.)
CORPORATIONS
Accounting
Hoxsey, J. M. B. Accounting and the Stock Exchange; an Address Delivered at a 
Meeting of the New York State Society of Certified Public Accountants, Held 
in New York City, April 16, 1931. Bulletin of the New York State 
Society of Certified Public Accountants, April 1931, p. 9-30.
COST AND FACTORY ACCOUNTING
Gostling, G. S. N. Sales Book Production Costs. Cost and Management, 
April 1931, p. 111-20.
Overhead
Chamber of Commerce of the United States. Increasing Burden of Overhead 
Expenses. Washington, D. C., Chamber of Commerce of the United 
States, March 30, 1931. (Bulletin 43, Series UCA 4.) Bulletin of the 
New York State Society of Certified Public Accountants, April 1931, 
p. 56-64.
Standard Costs
Illinois Manufacturers’ Costs Association. Standard Costs for Managerial 
Purposes. Chicago, Illinois. Illinois Manufacturers’ Costs Association, 
c 1931. 26 p.
Systems
Buzzell, L. N. Difficulties Arising in the Installation of Cost Systems. Cost 
and Management, April 1931, p. 98-110.
COSTS
Conrad, J. W. Executive Control as Applied to Cost Reduction. L. R. B. & M. 
Journal, March 1931, p. 1-3, 19.
DEPRECIATION, DEPLETION AND OBSOLESCENCE
Rolnik, Max. Rule of Thumb Depreciation Rates. Bulletin of the New York 
State Society of Certified Public Accountants, April 1931, p. 31-4.
United States. Treasury Department. Bulletin “F” (Revised, January 
1931). Income Tax; Depreciation and Obsolescence, Revenue Act of 1928. 
Washington, D. C., Government Printing Office, 1931. 37 p.
Watson, F. L. Obsolescence and Organisation. Cost Accountant, March 
1931, p. 284-7.
Mining and Metallurgy
United States. Congress. Depletion of Mines; Hearings Before the Joint 
Committee on Internal Revenue Taxation, Seventy-First Congress, Third 
Session, December 9, 10, 11, and 12, 1930. Washington, D. C., Govern­
ment Printing Office, 1930. 179 p.
Public Utilities
White, James W. Fundamentals of Accrued Depreciation in Public Utility 
Properties. New York, American Appraisal Company, c 1931. 14 p.
EQUITY
Rowland, Stanley W. Influence of Equity on Accounting. Accountant, 
March 21, 1931, p. 369-73.
477
The Journal of Accountancy
FRAUD
West, George. Forgery: Bills of Exchange and Cheques. Accountant, 
April 18, 1931, p 516-7.
Whitney, Richard. Business Honesty; Address Delivered Before the Philadel­
phia Chamber of Commerce, at the Bellevue-Stratford Hotel, Philadelphia, 
Pennsylvania, April 24, 1931. New York, New York Stock Exchange, 
The Author, 1931. 18 p.
FURNACES
Cost Accounting
Smith, K. L. Some Problems Peculiar to Blast Furnace Cost Accounting. 
Lafrentz Magazine, January 1931, p. 3-5.
GRAPHIC METHODS
Townsin, C. W. Statistics. Cost Accountant, April 1931, p. 296-310.
HOLDING COMPANIES
Accounting
Ferguson, Donald M. Published Accounts of Holding Companies. Account­
ant in Australia, March 1931, p. 152—4.
INCOME
United States. Congress. Preliminary Report on Earned Income; Reports to 
the Joint Committee on Internal Revenue Taxation pursuant to Section 1203 
(b) (6), Revenue Act 1926. Vol. 2, Part 1. Washington, D. C., Govern­
ment Printing Office, 1931. 55 p.
INTEREST
Knight, Frank H. Professor Fisher's Interest Theory; a Case in Point. Jour­
nal of Political Economy, April 1931, p. 176-210.
INVENTORIES, PERPETUAL




Preinreich, Gabriel A. D. Accounting Problems of the Unincorporated Invest­
ment Trust. Journal of Accountancy, May 1931, p. 361-80.
INVESTMENTS AND SECURITIES
Bretey, Pierre R. Looking Ahead With Common Stocks. New York, Wetsel 
Market Bureau, Incorporated, c 1931. 182 p.
MECHANICAL DEVICES
Slide Rules
Ballantine, J. P. Macmillan Table Slide Rule. New York, Macmillan 
Company, 1931. 4 p. and Plates.
MONEY
Coates, W. H. Some Aspects of the Currency Question. Incorporated Ac­
countants’ Journal, April 1931, p. 266-72. Discussion, p. 272-6. 
Accountant, April 4, 1931, p. 429-34. Discussion, p. 434-8.
MOTOR BUSES
Accounting
Fish, Nathaniel. Accounting Control for Parcel Express Operation. Bus 





Brewster, H. S. Motion-Picture Production Accounts. Journal of Account­
ancy, May 1921, p. 332-60.
Kaplan, Alfred. Some Accounting Methods Peculiar to Motion Picture Pro­
ducers and Distributors. Certified Public Accountant, April 1931, 
p. 103-5, 119-20.
MUNICIPAL AUDITING
Society of Certified Public Accountants of the State of New Jersey. Memoran­
dum in Opposition to Senate Bills Numbers 16, 17, 18 and 19 and in Favor 
of Senate Bill no. 190 and Related Bills Not Yet Printed Offered as a Sub­
stitute Therefor, Submitted to the Legislature of New Jersey by the Society of 




Eberly, J. E. Cost Analysis and Budget for the Master Plumbers Association. 
New York, National Association of Cost Accountants, April 15, 1931. 
(N. A. C. A. Bulletin, vol. 12, no. 16, section 2, p. 1296-1302.)
PROFESSIONAL ETHICS
Peisch, Herman C. J. Ethical Problems in Building Up Practices. Aus­
tralasian Accountant and Secretary, March 1931, p. 111-2.
PUBLIC UTILITIES
Valuation
Tingley, Thomas J. “ Going Value”; Why Make a Simple Computation Unduly 
Complicated? Public Utilities Fortnightly, April 30, 1931, p. 522-31.
REPORTS
Paget, A. J. Internal Analysis and Interpretation of Accounting Information. 
New York, National Association of Cost Accountants, April 1, 1931. 
(N. A. C. A. Bulletin, vol. 12, no. 15, section 1, p. 1207-19.)
ROADS AND HIGHWAYS
Finance
Dillman, Grover C. Financing of a Complete Highway System. National Tax 
Association, Proceedings, 1930, p. 112-21. Discussion, p. 121-33.
SALES
Sheppard, G. H. Sales Statistics. Cost and Management, April 1931, 
p. 121-5.
SCRAP, WASTE, ETC.
American Society of Mechanical Engineers. Waste Materials Dictionary; 
Prepared by the Elimination of Waste Committee. New York, The Society, 
1931. 54 p.
STATEMENTS, CONSOLIDATED
Ferguson, Donald M. Published Accounts of Holding Companies. Account­
ant in Australia, March 1931, p. 152-4. (To be continued.)
STOCK
Guild, Samuel Eliot. Stock Growth and Discount Tables. New York, Finan­
cial Publishing Company, c 1931. 300 p.
TAXATION, FOREIGN COUNTRIES
Taxation as It Affects the Doing of Business Abroad in England, France, Ger­
many , U. S. A. New York, N. A. Phemister Company, 1931. 226 p. 
(Foreign Law Series, no. 1.)
479
The Journal of Accountancy
TAXATION, GREAT BRITAIN 
Income and Excess Profits
Nelson, C. Hewetson. Notes on the Incidence of Taxation in Relation to In­
dustry and Trade, with a Reference, to Local Rating. Incorporated 
Accountants’ Journal, April 1931, p. 253-61.
TAXATION, NEW YORK (STATE)
Recommendations for Revision of New York State Tax Laws; Prepared and Sub­
mitted to the New York State Commission for the Revision of the Tax Laws 
by the Committee on State Taxation of the New York State Society of Certified 
Public Accountants. Bulletin of the New York State Society of Certified 
Public Accountants, April 1931, p. 39-55.
TAXATION, TEXAS
Armistead, George. Texas Tax Problem. Houston, Texas, Gulf Publishing 
Company, c 1931. 209 p.
TAXATION, UNITED STATES 
Income and Excess Profits
Miller, Robert N., Hendricks, Homer and Everett, Ewing. Reorganizations 
and Other Exchanges in Federal Income Taxation; Realization and Recog­
nition of Gain or Loss in Such Transactions. New York, Ronald Press 
Company, c 1931. 448 p.
States
Compton, Ralph Theodore. Taxation of Intangible Property—1; the Status 
of State Tax Laws, January 1, 1931. Tax Magazine, April 1931, p. 
136-41.
TERMINOLOGY
American Institute of Accountants. Special Committee on Terminology. 
Accounting Terminology; Preliminary Report of a Special Committee on 
Terminology; Published Under the Auspices of the American Institute of 
Accountants. New York, Century Company, c 1931. 126 p.
WATERWORKS
Accounting
DeMoya, P. Paul. Water Works Accounting in Privately Owned Plants. 




Hazen, Deane S. Production Costs and Inventory Facts for the Smaller Plant. 
Factory and Industrial Management, May 1931, p. 797-8.
WORKMEN’S COMPENSATION
Ridings, E. W. Workmen’s Compensation. Cost Accountant, February 
1931, p. 246-52, March 1931, p. 275-8.
Address of Periodicals
Accountant, 8 Kirby Street, London, E. C. 1, England.
Accountant in Australia, 65 York Street, Sydney, New South Wales.
Australasian Accountant and Secretary, 410 Collins Street, Melbourne, Australia.
Burroughs Clearing House, Detroit, Michigan.
Bus Transportation, 10th Avenue and 36th Street, New York City.
Certified Public Accountant, National Press Building, Washington, D. C.
Cost Accountant, 6 Duke Street, St. James's, London, S. W. 1, England.
Cost and Management, 81 Victoria Street, Toronto, Canada.
Factory and Industrial Management, 520 North Michigan Avenue, Chicago, Illinois.
Illinois Manufacturers Costs, 120 South LaSalle Street, Chicago, Illinois.
Incorporated Accountants’ Journal, Victoria Embankment, London, W. C. 2, England.
Journal of Accountancy, 135 Cedar Street, New York City.
Journal of Political Economy, University of Chicago Press, Chicago, Illinois.
Journal of the American Waterworks Association, 2411 North Charles Street, Baltimore, 
Maryland.
L. R. B. & M. Journal, 110 William Street, New York City. 
Lafrentz Magazine, 100 Broadway, New York City.
National Association of Cost Accountants, 1790 Broadway, New York City.
Pathfinder Service Bulletin, 330 North Los Angeles Street, Los Angeles, California.
Public Utilities Fortnightly, Munsey Building, Washington, D. C.
Tax Magazine, 205 W. Monroe Street, Chicago, Illinois.







THE JOURNAL OF ACCOUNTANCY, INCORPORATED 
135 CEDAR STREET
Copyright, 1931, by
THE JOURNAL OF ACCOUNTANCY, INCORPORATED
INDEX
PAGE
Accountancy, Evolution of State and Municipal Administration and.
Harold D. Force........................................................................................ 24
Accountant, Statistics and the. Harry H. Wade....................................... 34
Accounting Aspects of the Bank-holding Corporation. G. T. Cartinhour 281
Accounting, Fixed Charges in Hospital. C. Rufus Rorem...................... 432
Accounting for By-products, Co-products and Joint Products. John
Arch White................................................................................................. 90
Accounting for Community Musical Organizations. Paul K. Webster. . 438
Accounting for Fleet Corporation Vessels. Will-A. Clader................... 268
Accounting for Gamblers. Tams Macart.................................................... 254
Accounting for Golf and Country Clubs. Joseph Sharpies...................... 182
Accounting in Germany. Kurt Schmaltz.................................................... 44
Accounting in U. S. S. R. V. A. Diakonoff................................................ 191
Accounting Problems of the Unincorporated Investment Trust. Gabriel
A. D. Preinreich......................................................................................... 361
Accounting Questions:
Audit of General Insurance Agency....................................................... 312
Auditors’ Certificates................................................................................ 474
Bad Debt Losses of Finance Companies............................................... 314
Bedaux Point System................................................................................ 232
Discount and Premium on Corporation Bonds.................................... 234
Finance Companies Accounting.............................................................. 71
Hotel Chains Accounting......................................................................... 74
Instalment Purchase of Real Estate...................................................... 232
Instalment Sales of Real Estate............................................................. 311
Lease of Real Estate Under Partnership............................................... 394
Manufacturing Companies and Sales Subsidiaries................................ 472
Municipally Owned Waterworks............................................................ 152
Preservation of Paid Cheques................................................................. 150
Roads and Bridges in Government Accounting................................... 311
Valuation of Inventories........................................................................... 393
Accounts, Motion-picture Production. H. S. Brewster.............................. 332
Accounts of a Corporation, The. James W. Jardine................................. 119
American Institute of Accountants Examinations, May, 1931................. 413
Application of Payments. L. L. Briggs....................................................... 172
Auditors’ Reports and Certificates. Harold Benington, Walter H.
Andersen, John P. Dawson and F. J. Duncombe................................ 103
Bank-holding Corporation, Accounting Aspects of the. G. T. Cartinhour 281 
Book Reviews:
Accounting—Principles and Procedure With Laboratory Manual. . . . 146
Applied Accounting Principles................................................................. 306
Casualty Insurance Accounting................................................................ 229
Corporation Accounting............................................................................. 307
483
The Journal of Accountancy
PAGE
Financial Statements in Annual Reports to Stockholders...................... 309
Group Incentives......................................................................................... 148
History and Survey of Accountancy......................................................... 308
Introduction to Accounting........................................................................ 230
Municipal Accounts Exemplified............................................................. 228
Problems in Industrial Accounting.......................................................... 230
Public’s Investment in Hospitals, The..................................................... 149
Solutions to C. P. A. Problems................................................................. 307
University and College Accounting........................................................... 144
Work of the Stock Exchange, The............................................................. 147
By-products, Co-products and Joint Products, Accounting for. John 
Arch White............................................................................................. 90
Certificates, Auditors’ Reports and. Harold Benington, Walter H.
Andersen, John P. Dawson and F. J. Duncombe................................ 103
Clubs, Accounting for Golf and Country. Joseph Sharpies..................... 182
Community Musical Organizations, Accounting for. Paul K. Webster.. 438
Co-products and Joint Products, Accounting for By-products. John
Arch White................................................................................................. 90
Corporation, The Accounts of a. James W. Jardine................................. 119
Correspondence:
Depreciation............................................................................................... 391
“Future of the Small Accounting Firm, The”..................................... 67
Inventory Pricing...................................................................................... 65
Multiple Entry............................................................................................. 304
Restrictive Legislation Defended.............................................................. 224
Restrictive Legislation.............................................................................. 390
Costs, Joint. F. W. Thornton......................................................................... 115
Costs, Poverty and Riches of Standard. John Whitmore........................ 9
Country Clubs, Accounting for Golf and. Joseph Sharpies........................... 182
Current Literature........................................................... 75, 155, 236, 315, 396, 476
Editorial: 
Accommodations for the Audit Department................................ 166
Accountancy and Banking Not Marriageable...................................... 330
Accountancy’s Part in Progress.............................................................. 328
Accountants Criticised, The.................................................................... 87
Accountants in International Affairs..................................................... 166
Accountants in Public Life...................................................................... 252
All Members Held to Rules..................................................................... 403
Amendments Generally Useless or Worse............................................. 1
American Institute Tries Accused Members ...................................... 401
Are Authors Advertisers?......................................................................... 407
Banks as Auditing Companies................................................................ 329
Bethlehem-Youngstown Merger Injunction, The................................ 84
Bidding Question Reviewed, The........................................................... 243





Comparison With Earlier Decision....................................................... 242
Competitive Bidding Properly Damned............................................... 324
Compleat Banker, The............................................................................. 2
Concerning Allegation of Fraud............................................................. 83
Court Discusses Restrictive Laws......................................................... 6
Court Seeks Uniformity, The................................................................. 85
“Customer is Always Right, The”........................................................ 170
Danger Will Be Seen, The....................................................................... 161
Depreciation ab initio............................................................................... 165
Depreciation and Interest Rates............................................................ 163
Depreciation Variously Computed......................................................... 245
Depression and Accountancy.................................................................. 325
Desirable Course of Reading, A............................................................. 3
Education Always Needed....................................................................... 251
Effect of Decision Must be Salutary..................................................... 83
False Economy.......................................................................................... 326
Force of Compound Interest, The.......................................................... 164
Fourteenth Amendment, The................................................................. 7
History of the Matter, The..................................................................... 87
How Charges are Heard........................................................................... 402
Immediate Effects of Bidding, The....................................................... 162
Importance Should Be Understood....................................................... 329
Institute Appears as Amicus Curiae...................................................... 82
Inventory Valuation Again Arises......................................................... 167
Lawyers and Advertising......................................................................... 403
Legislation May Be Undesirable............................................................ 7
Lord Plender.............................................................................................. 89
Method of Procedure, The...................................................................... 401
Miami Shows the Way............................................................................. 88
Novel Notion of Safe Practice, A........................................................... 3
Obsolescence of Good Will....................................................................... 241
Official Recognition of Accountancy’s Value........................................ 321
Other Side of Restrictive Laws, The...................................................... 169
Plea of Competition, The......................................................................... 244
Profession Receives a Reprimand, The................................................. 409
Professions Require Education, The...................................................... 406
Public Interest the Controlling Factor.................................................. 324
Reaching Out for the Moon.................................................................... 168
‘‘ Residence Qualification ” in the Courts............................................... 5
Restrictive Legislation.............................................................................. 322
Scottish Accountants Honored................................................................ 165
Sinking-fund Theory, The....................................................................... 164
Slogans Not for Professions..................................................................... 170
Special Rights of Preferred Stock........................................................... 246
Specious Arguments Not Accepted......................................................... 412
Suggestions for Advertising Accountants.............................................. 4
Suicidal Practice of Bidding, The........................................................... 161
Supreme Court Now Allows Deduction................................................ 242
485
The Journal of Accountancy
PAGE
Taking Heart............................................................................................. 252
To Distinguish Good and Evil............................................................... 408
Uniformity in Many Ways Impossible................................................... 86
Use and Misuse of Reports...................................................................... 248
Victory for Common Sense, A................................................................ 81
What Are the Remedies?......................................................................... 250
What Can Be Done About It?............................................................... 327
Evolution of State and Municipal Administration and Accountancy. 
Harold D. Force................................................................................ 24
Examinations, May, 1931, American Institute of Accountants................ 413
Fixed Charges in Hospital Accounting. C. Rufus Rorem........................ 432
Fleet Corporation Vessels, Accounting for. Will-A. Clader..................... 268
Gamblers, Accounting for. Tams Macart................................................... 254
Germany, Accounting in. Kurt Schmaltz................................................... 44
Golf and Country Clubs, Accounting for. Joseph Sharpies..................... 182
Hospital Accounting, Fixed Charges in. C. Rufus Rorem..................... 432
Institute Examination in Law. Spencer Gordon.
May, 1930................................................................................................... 140
November, 1930......................................................................................... 219
Investment Trust, Accounting Problems of the Unincorporated. Gabriel 
A. D. Preinreich................................................................................. 361
Joint Costs. F. W. Thornton........................................................................ 115
Law, Institute Examination in. Spencer Gordon.
May, 1930................................................................................................... 140
November, 1930......................................................................................... 219
Motion-picture Production Accounts. H. S. Brewster............................. 332
Municipal Administration and Accountancy, Evolution of State and.
Harold D. Force......................................................................................  . 24
Musical Organizations, Accounting for Community. Paul K. Webster.. 438
Payments, Application of. L. L. Briggs...................................................... 172
Poverty and Riches of “Standard Costs.” John Whitmore.................... 9
Products, Accounting for By-products, Co-products and Joint. John
Arch White................................................................................................. 90
Reports and Certificates, Auditors’. Harold Benington, Walter H.
Andersen, John P. Dawson and F. J. Duncombe................................ 103
“Standard Costs,” Poverty and Riches of. John Whitmore................... 9
State and Municipal Administration and Accountancy, Evolution of.




Statistics and the Accountant. Harry H. Wade........................................ 34
Students’ Department. Edited by H. P. Baumann.
American Institute of Accountants Examinations, November, 1930:
Accounting Theory and Practice, Part 1.........................................53, 127
“ “ “ “ Part II......................................200,296
Auditing.................................................................................................. 381
Illinois C. P. A. Examination Question................................................. 213
New York C. P. A. Examination Question.......................................... 459
Unincorporated Investment Trust, Accounting Problems of the. Ga­
briel A. D. Preinreich........................................................................ 361
U. S. S. R., Accounting in. V. A. Diakonoff.............................................. 191
Vessels, Accounting for Fleet Corporation. Will-A. Clader..................... 268
AUTHORS OF ARTICLES IN THIS VOLUME
Walter H. Andersen. Member, American Institute of Accountants. 
Certified Public Accountant (Illinois and California). Member of firm, 
Arthur Andersen & Co., Chicago, Illinois.
Harold Benington. Member, American Institute of Accountants. Certi­
fied Public Accountant (Illinois and Pennsylvania). Member of firm, 
Scovell, Wellington & Co., Chicago, Illinois.
H. S. Brewster. Member, American Institute of Accountants. Certified 
Public Accountant (California). With Price, Waterhouse & Co., Los 
Angeles, California.
L. L. Briggs. Associate Professor of Economics, University of Vermont, 
Burlington, Vermont.
G. T. Cartinhour. Assistant Professor of Finance, School of Commerce, Ac­
counts, and Finance, New York University, New York.
Will-A. Clader. Member, American Institute of Accountants. Certified 
Public Accountant (Delaware and Pennsylvania). In practice on own 
account, Philadelphia, Pennsylvania.
John P. Dawson. ember, American Institute of Accountants. Certified 
Public Accountant (New York). With Price, Waterhouse & Co., Chicago, 
Illinois.
V. A. Diakonoff. Accountant, Moscow, Russia.
F. J. Duncombe. Member, American Institute of Accountants. Certified 
Public Accountant (Illinois). Member of firm, George W. Rossetter & 
Co., Chicago, Illinois.
Harold D. Force. In practice, New York.
Spencer Gordon. Member of firm, Covington, Burling & Rublee, Attorneys, 
Washington, District of Columbia.
James W. Jardine. With Lybrand, Ross Bros. & Montgomery, New York. 
Tams Macart. Accountant, Resident in Salem, Oregon.
487
The Journal of Accountancy
Gabriel A. D. Preinreich. Member, American Institute of Accountants. 
Certified Public Accountant (New York). In practice, New York.
C. Rufus Rorem. Certified Public Accountant (Indiana). Member of Re­
search Staff of the Committee on the Costs of Medical Care, Washington, 
District of Columbia.
Kurt Schmaltz. Editor, Zeitschriftfiir Handels Wissenschaft und Handels 
Praxis, Berlin, Germany.
Joseph Sharples. Member, American Institute of Accountants. With 
Barrow, Wade, Guthrie & Co., New York.
F. W. Thornton. Member, American Institute of Accountants. Certified 
Public Accountant (New York).
Harry H. Wade. Certified Public Accountant of Iowa. In practice, 
Chicago, Illinois.
Paul K. Webster. Certified Public Accountant (California). With Haskins 
& Sells, Los Angeles, California.
John A. White. Instructor in Accounting, School of Business Administration, 
University of Texas, Austin, Texas.
John Whitmore. Member, American Institute of Accountants. Member 
of firm, Patterson, Teele & Dennis, New York.
488
THE JOURNAL OF ACCOUNTANCY IX
NEWS
For a dollar a year one can obtain a monthly 
summary — clearly and concisely pre­
sented — of current events affecting 
accountants and accounting: pro­
fessional news, legal opinions, 
legislative action, per­




American Institute of Accountants 
135 CEDAR STREET 
NEW YORK
When writing to advertisers kindly mention The Journal of Accountancy
X THE JOURNAL OF ACCOUNTANCY
The Journal of Accountancy
BOUND in tan buckram with title, dates and 
 volume number stamped in gold on red 
leather. ([When the magazines constituting the 
volume are supplied by the subscriber the binding 
charge is $2. Each bound volume includes 
six issues. ₵Missing numbers, with the 
exception of a few rare issues, will be supplied, 
if obtainable, at 50 cents each.  ₵Binding orders 
and the magazines to be bound should be 
mailed or delivered to
The Journal of Accountancy
Incorporated
135 Cedar Street New York, N. Y.
Classified Advertisements
Copy for classified advertising must be in hand at the office of The 
Journal of Accountancy previous to the twentieth day of the month 
preceding month of publication. Rates for “Help Wanted” and 
“Miscellaneous" are $9 per inch or fraction for one insertion; $7 per 
inch or fraction each additional insertion. “Situation Wanted,” $5 




A reputable and well established firm of Detroit Certified Public 
Accountants will consider the purchase of public accounting 
practice in the City of Detroit. Box No. 130, care of The 
Journal of Accountancy.
Help Wanted
If you are open to overtures for new connection and qualified 
for a salary between $2500 and $25,000, your response to this 
announcement is invited. The undersigned provides a thor­
oughly organized service of recognized standing and reputation, 
through which preliminaries are negotiated confidentially for 
positions of the calibre indicated. The procedure is individual­
ized to each client's personal requirements, your identity cov­
ered and present position protected. Established twenty-one 
years. Send only name and address for details. R. W. Bixby, 









Illinois, Age 39, desires new connection as treasurer, comptroller 
or accountant in a supervisory capacity. Twelve years in public 
accounting practice with a valuable and varied experience. Box 
No. 129, care of The Journal of Accountancy.
Journal of Accountancy, Inc.
135 Cedar Street New York
When writing to advertisers kindly mention The Journal of Accountancy
Accounting Terminology This glossary of accounting terms is the fruit of a ten-year study by
a special committee of The American Institute of Accountants. 
Although many of the definitions cannot be considered as final, the 
volume as a whole reflects the present-day usages of the vocabulary 
of the profession. The book is the most complete and up-to-date 
American publication of its kind, it is believed, and should be of 
inestimable value to accountants and bookkeepers as well as to 
students of accounting. Ready in May
Fraud: Its Control through Accounts
B
y George E. Bennett, Ph.D., C.P.A., Head of the Accounting Department of the College
of Business Administration at Syracuse University.
Tells how frauds are perpetuated and how proper accounting 
methods will prevent them, or at least reduce the possibility of their 
being brought to a successful conclusion. Forty specific possibilities 
for fraud are listed and described.
“Of keen interest not only to accountants and bookkeepers, but 
also to officials of all kinds of enterprises who are vitally interested 
in using the best type of accounts in their firm.” — Syracuse Post­
Standard.
Royal octavo 132 pages $1.50
C.P.A. Laws of the United States
“This, the only complete and up-to-date collection of all the 
C.P.A. laws of the United States, has been published in answer to 
the urgent demand for such a book,” says the Banking Law Journal. 
 “For some time it has been inconvenient in some cases and prac­
tically impossible in others for accountants to lay their hands upon 
the effective statutes of jurisdictions with which they have become 
concerned. This book presents in a convenient manner the full 
texts of all of these laws, with marginal notes to aid quick refer­
ence.”
Royal octavo 250 pages $3.00
Published under the auspices of The American Institute 
of Accountants by
The Century Co.
PUBLISHERS OF THE NEW CENTURY DICTIONARY












The Accountants’ Index and Supplements
This key to the literature on accounting — the only volumes of their kind — is 
prepared by the American Institute of Accountants. It is a classified bibliography of 
practically all of the known English literature on the subject of accounting. The price 
of The Accountants’ Index is: with the First Supplement, $15.00 for the two books; 
with the First and Second Supplements, $25.00 for the three books. The price of the 
First Supplement alone is $5.00, and that of the Second Supplement alone is $10.00.
Audit Working Papers
A discussion and explanation of their preparation and content, by J. Hugh Jackson, 
A.B., M.B.A., shows in detail, by text and illustration how the accountant placed on 
an assignment should schedule and report the results of his findings, and how these 
results should be made to support the report and balance-sheet prepared as a con­
clusion to the work. Octavo, 201 pages. Prices: cloth bound, $5.00; leather bound, 
$7.50.
Examination Questions
This is the third edition of questions prepared by the Board of Examiners of the 
American Institute of Accountants. It contains all the questions and problems set in 
the Institute examinations from June, 1917, to November, 1927, inclusive. 12mo, 555 
pages. Price, $3.00.
Duties of the Junior Accountant
W. B. Reynolds and F. W. Thornton set forth in this admirable manual just what 
work is expected of both the beginner and the more experienced junior accountant 
in conducting an audit from beginning to end. 12mo, 107 pages. Price, $1.25.
The Balance-Sheet
The preparation, content, and interpretation of the balance-sheet are fully and 
clearly explained, by Charles B. Couchman, C.P.A., in this volume. The book pres­
ents the theory underlying the preparation and publication of financial statements of 
business organizations and the reasons for each major classification in such state­
ments. Royal octavo, 288 pages. Price, $3.00.
Introduction to Actuarial Science
This book, by Harry Anson Finney, C.P.A., adequately answers the demand for a 
clear elementary textbook on actuarial science. It has already proved its worth not 
only to students of accounting, but also to both accountants and business men. 
12mo, 101 pages. Price, $1.50.
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